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CAST-WEST TRADE

I. Members of Congress

TUESDAY, JANUARY 30, 1968

House or REPRESENTATIVES,
Coaarrrree oN ForEioN AFFAIRS,
SuscoMITIEE ON EUROPE,
Washington, D.C.,

The subcommittee met, pursuant to call, at 10:15 a.m., in room 2172,
Rayburn House Office Building, Hon. Edna F. Kelly (chairman of
the subcommittee) presiding.

Mrs. Kerny. The subcommittee will please come to order.

This morning our subcommittee is opening a new series of hearings
on East-West trade and related transactions.

We have had these hearings on our subcommittee’s agenda for near-
ly a year. We planned to hold them this past spring and again last
December. Unfortunately, the prolonged consideration of the foreign
aid program and of other legislation referred to the Committee on
Foreign Affairs compelled a change in our plans.

We are beginning our hearings with testimony from Members of
Congress for two reasons:

First, because there is considerable interest in this subject among
our Congressmen. This interest is reflected in the fact that some 105
Members have sponsored resolutions proposing the establishment of a
select committee to study issues of East-West trade. It is further re-
flected in the many other bills and amendments which suggest various
changes in existing statutes relating to such trade.

But, going beyond this ample evidence of congressional interest in
[ast-West trade, we feel that Members of Congress, because of their
experience in various fields of legislation and their close contact with
their constituencies, can offer many suggestions which will help us to
define the structure of these hearings so that they may be fully respon-
sible to congressional needs.

In this regard, I should like to mention that our inclination at this
point is to take a close look at the whole range of legislation which
bears on East-West transactions—and to see how these various statu-
tory provisions implement or advance our foreign policy objectives,

To put it in other words, we are not going to confine ourselves to the
examination of the Foreign Assistance Aect, the Mutual Security Aect,
and the Battle Act. We will also take a look at operations conducted
under the Export Control Act, the Export-Import Bank, the Publie
Law 480 program, and so on.

There is always the possibility, as we go along legislating from
year to year, that we can accumulate a series of statutory provisions
which may not be consistent with each other and may, on occasion, run
counter to our policy objectives.

(1)
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We would certainly want to expose such inconsistencies if they do
exist. We are interested in having a coherent, effective policy on ast-
West trade. This should be our No. 1 priority.

I should like to add that this undertaking is nothing new to our
subcommittee. Over the years we have conducted many hearings and
studies relating to this subject. A partial list of our documents which
deal with East-West trade includes:

The Soviet Economic Offensive in Western Europe, 1963.

Report of Special Study Mission to Europe, 1964.

Recent Developments in the Soviet Bloe, 1964 (hearings).

Report on Poland, Czechoslovakia, Austria. and Italy, 1965.

Conditions in the Baltic States and in Other Countries of
Eastern Europe, 1965 (hearings).

The Crisis in NATO, 1966 (hearings and report).

Our Changing Partnership With Europe, 1966 (study mission
report ),

Recent Developments in East-West Relations, 1966 (hearings).

The Soviet Union and Scandinavia (study mission report, 1967).

At this point T am pleased to welcome several of our colleagues who
have taken time from their busy schedule to be with us this morning.

In congratulating those Members who are here to testify, I also
want to cxpress my personal disappointment that so few have sought
to avail themselves of this opportunity.

This is particularly surprising in view of the large number of Mem-
bers who have sponsored legislation to set up a special committee to
pursue the issue of East-West trade.

Last fall, before the Rules Committee, a number of them ener-
getically urged the creation of such a select committee.

The inference of their recommendations was that they did not have
a duly constituted body to undertake this job. Yet where are they this
morning ?

And where were they on last December 7, when we scheduled our
first meeting to take testimony from Members of Congress on East-
West trade? That meeting had to be canceled because of lack of wit-
nesses.

At this point we will begin taking testimony by calling on a dis-
tinguished member of this committee, the Honorable Paul Findley,
of Tllinois.

Congressman Findley, we will be happy to have your statement.

STATEMENT OF HON. PAUL FINDLEY, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ILLINOIS

Mr. Fixprey. Thank you very much, Madam Chairman.

The current review of 50 years of Soviet rule in the U.S.8.R. and of
two decades of Communist rule in Eastern Europe might be well
served by a reevaluation of the fragmented policies which the free-
world nations have been pursuing toward Eastern Europe. Such an
analysis will reveal an urgent need for a new approach to supplant the
defensive military concept of the NATO alliance with a more pro-
gressive economic concept of an alliance for peace.

As such a review is made it will be noted that. prior to the Com-
munist coups, most of the Kastern European states had very strong
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Western orientations and that sentiment for Western ways—though
repressed—is still considerable in that area. !

Times have changed and the scene in Eastern Europe is not what it
was in 1947. A brief review of this scene might cast further light on
the situation.

For most of the past thousand years Eastern Europe has looked
West—not East. This orientation—so deeply felt—continued until the
fateful years following World War IL.

At that time another alien invader—the Soviet Communist—sep-
arated the historic nations of Eastern Europe from the rest of the con-
tinent and compelled them to become an integral part of the great
Asiatie plain.

fI‘[he late Sir Winston Churchill aptly described this scene when he
5H A (1

From Stettin in the Baltic to Trieste in the Adriatic, an Iron Curtain descended
across Burope. Behind it lies all the ancient capitals of Eastern Burope.

Today, 20 years later, Marx-Leninism, the not-so-“inevitable wave
of the future” is slowly being repudiated. The Iron Curtain shows signs
of rusting away. Nationalism, self-determination, and freedom were
too precious to be discarded permanently and completely for the “dic-
tatorship of the proletariat.”

Now, traditional communism in Eastern Europe is being challenged.
Yugoslavia has become heretical—disavowing many of the basic pre-
cepts of the orthodox Communist doctrine. Rumania is increasingly
showing independence. In Poland, although reneging on some conces-
sions extended to the people after the October 1956 upheaval, the
regime has been com ae]]k-.d to grant freedom of worship, semiprivate
ownership of :1,(.\:1'11‘111h111°0., and some relaxation of thought control.
('zechoslovakia and Hungary are restive and unable to cope with grow-
ing demands for economic and political reforms. Albania has become
a thorn in Moscow’s side by declaring its allegiance to the cause of
Mao Tse-tung. Even East Germany’s once rigid pro-Moscow line is be-
ginning to waver as its people seek greater contact with the West and
still long for union with the Federal Republic.

The question begging an answer is: What can the free nations do to
help promote an even more rapid disintegration of the Iron Curtain,
which still quarantines—although no longer isolates—over 100 million
people? What will we do to help the nations controlled by Communist
parties achieve greater freedom—and thus enhance world peace?

The answer lies not in a fragmented, isolated approach, but in a prac-
tical and concerted effort that would promote those ideals which insure
the stability of all free nations. After all, it is the West that has found
the formula for genuine economic, political, and social betterment of
mankind.

The Communist East has led their peoples down only blind alleys
from which they can find no escape except through promoting “wars of
national liberation.” Consequently, it is the West which must offer
leadership in the quest for mankind’s true progress and enduring
peace.

The impending threat of Red Chinese nuclear potential, the con-
tinued Soviet Communist interest in world domination, the disarray
in the once potent Western alliance and possible breakup of NATO in
1969 compel us to undertake this task. The United States cannot con-




4

tinue its isolation from the rest of the Western Allies in dealing with
the Communist states. This independent approach, acecentuated since
1961, has shown the weakness which any would-be aggressor can ex-
p]oit by the well-known scheme of “di\-‘i(ﬂa and conquer.” Obviously, it
15 the free nations of the world who have the most im portant stake in
their futures.

In my judgment the safest and most effective way to promote the
disintegration of the Soviet-imposed satellite system in Eastern Europe
is to develop a coherent unified policy approach in the political, eco-
nomic, and military fields within the Atlantic Community. The cohe-
sion and strength this would yield in each of these areas will inevitably
attract Eastern European nations, and cause them to seek a profit-
able arrangement with the Atlantic Community. The Common Market
is obviously having that sort of effect on Yugoslavia and Rumania, and
in time will develop tremendous centri fugal pulls on Poland, Bulgaria,
Hungary, Czechoslovakia, and Albania. The pull would be even greater
if the Common Market were to be enlarged into an Atlantic Common
Market or Atlantic Free Trade Area.

A unified Atlantic political policy will make the Eastern European
nations realize that destiny is directed by the West—not Moscow—
and induce them as a matter of cold practicality to adjust to that fact
of life. Unified military policy mixed with political firmness on such
matters as allied access to Berlin will continue to contain and hinder
any plans of Moscow to extend its hegemony to any other European
nation. It will serve to exacerbate the internal stresses and strains and,
thereby, reinforce Moscow’s only other alternative—once her aggres-
sive ambitions are checked—this is, peaceful engagement and coopera-
tion with the West and a gradual ile.%ening of its revolutionary zeal
and internal totalitarianism, To expect these developments in the ab-
sence of military superiority, political firmness, and allied unity is to
invite disaster.,

Therefore, I propose that efforts to promote a detente with the Soviet
Union and to achieve a rapprochement with Eastern Europe be under-
taken only through Atlantic Community institutions, The West should
strive for a common policy on such matters as East-West trade, Ger-
man reunification, the Oder-Neisse line, and the granting of economic
credits to Eastern Europe. The more West Europe is united, the greater
will be the tendency toward fragmentation of the Communist bloe.

A common allied policy may well mean that we will have fo modify,
perhaps even liberalize some of our present policies regarding strategic
trade and long-term credits, The COCOM (Coordinating Committee
on Export Control) list of strategic materials is only one-third of
our own more restrictive list. West European nations have demon-
strated a greater willingness than the United States to extend long-
term credits. However, a common unified policy has advantages which
offset what may be a short-term Communist credit advantage as a
result of any liberalization.

First, it will successfully avert credit wars between the members
of the Atlantic Community. Therefore, we will not be in the position of
undercutting each other for access to Communist markets, Secondly,
agreement on these matters will serve to convince the Communist
leaders of the unity of the Atlantic Community on political, military,
and economic policies, The unified policy that will result will not mean
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that the lowest common denominator becomes the policy. The give and
take and exchange of ideas and intelligence among the members of the
NATO Council may, and hopefully will, serve to produce a policy of
firmness, the impact of which will be all the greater because 1t will be
the unified policy of the West, not the unilateral policy of the United
States. If the Atlantic nations can find a way to “hang™ together, to
achieve a conmon poliey, then no possible combination directed against
them will be able to cause serious trouble. As I stated earlier, the cen-
trifugal pulls on Eastern Europe and eventually even the Soviet
Union will be irresistible.

A third consideration that should govern our attempts to dismantle
the Tron Curtain is to resist any move to recognize the legitimacy of
Soviet domination in the area east of the Elbe. Reality dictates that
we recognize Soviet influence in the area, but we must prevent giving
the vital approval of legitimization which the Soviets desperately
desire.

Therefore, we should not engage in any policy that strengthens the
international standing or prestige of the Soviet Zone of Germany. Nor
should we recognize the illegal annexation of the Baltic States by the
Soviet Union,

We should use every resource at our command to spread the ideas
and ideals of freedom in Eastern Europe. The Iron Curtain is not
soundproof. It can’t keep out ideas and knowledge of what life in
the West is really like. Voice of America and Radio Free Europe
broadeasts must be adequately funded and should accurately report
and contrast life in the West with that under communism. Lies, dis-
tortions, and propaganda by the Communists regarding the West
chould be rebutted forcefully, lest silence be taken as acquiescence.
Cultural, scientific, and educational exchanges can do much to con-
vince the young adults—the isolated generation of Eastern Europe—
that the Western way of life is more satisfying spiritually as well as
materially. The use of local language publications such as Ameryka in
Poland should be sought in Rumania and in other conntries.

A fourth consideration should be to realize our limitations in
promoting external antonomy and internal freedom in these countries.
The United States has natural political limitations on its effectiveness
hecanse it is the preeminent leader of the Western World and there-
fore Eastern European leaders are naturally suspicious and on their
gnard in their dealing with us. In every possible way the West should
speak and act as one. Where this is not possible, national initiatives
should be encouraged. The efforts of France and Germany, for ex-
ample, to achieve a broader understanding in Europe should be ap-
plauded. These initiatives by our allies in NATO can do much to dis-
associate the Fast Europeans from Soviet domination. The initiatives
of Germany are especially commendable and do much to undercut the
propaganda directed against Bonn by Pankow and, to a lesser extent,
by Warsaw. In this respect, the willingness of the Federal Republic
to establish diplomatic relations with the Eastern European countries,
representing a modification of the Hallstein Doctrine, has had the
effect of further isolating the Soviet Zone of Germany. Similarly,
the suggestions of Willy Brandt, Foreign Minister of the Federal
Republic, the German Evangelical Church, Christian Democrat: leader
Erik Blumenfeld, and Count Marion Doenhoff, political editor of the
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prominent German magazine, Die Zeit, that Germany renounce any
claims to the Oder-Neisse lands has seriously weakened the effect of
propaganda directed against Bonn by the Polish Government, These
imaginative efforts by the German leaders have done much to under-
mine Gomulka’s insistence that Poland must remain close to the Soviet
Union in order to protect its western frontier. Thus, the first step
toward a Polish-German reconciliation has been taken. How much
greater, however, would be the impact of these developments if the
entire Atlantic Community stood behind them.

A fifth policy consideration involves the use of the “carrot and
the stick.” "The Atlantic Community should use its vast economic and
political influence to reward those Eastern European nations which
show progress toward independence and internal liberalization, and
at the same time use such tools to punish any retrogressive steps. John
Foster Dulles first proposed this policy in 1952 and I believe it rep-
resents one of our strongest bargaining techniques.

External autonomy and internal liberalization can be recognized
and rewarded in a number of ways. Public approval by our Govern-
ment of these measures is one way. The extension of economic credits,
block licenses, associated membership in the EFTA, Common Market,
and GATT can all be used as instruments to oromote our policy in
this respect. But the success of the “carrot anc stick™ technique will
be directly related to the cohesion of the Atlantic Community.

An overriding objective of onr policy should be the gradual erosion
of the objectionable tenets of Marxism-Leninism. Communist philos-
ophy, either as a guide to economic and social development or as a
system of thought, is clearly on the defensive and undergoing a
steady erosion.

The continued erosion of the most revolutionary features of party
doctrine may well undermine the revolutionary zeal of the party
heirarchy.

One way in which this can be done is through East-West trade. Tt
13 my contention that before we extend most-favored-nation treat-
ment to any Communist government of Fast Europe or the Soviet
Union we must insist upon three things:

1. The Communist governments must agree to settle commercial dis-
putes, in the absence of mutual agreement between the parties to the
contract, by the use of impartial third-party adjudication. Presently
these countries will agree to arbitration only if held in their respec-
tive countries through the facilities of their bureaucracy. I propose
instead that the panels now in existence at Paris, Stockholm, and
Zurich, among others, be used to bring the Communists into the arena
of international law. If the experience is a satisfactory one for these
governments, these procedures of the Western marketplace may even-
tually lead to a significant modification of Communist state trading.

2. The Communist governments must agree to abide by the conven-
tions on protection of patents and industrial processes,

3. The Communist governments must sign and abide by the Inter-
national Convention on Copyrights.

These last two conventions are designed to protect private property.
The Communists refuse to recognize the role of private property in
socioeconomic development except in the most negative manner. Since
international commercial intercourse is not possible until one recog-
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nizes the legitimacy of private property, and the rule of law to settle
disputes, then the Communists should be induced to accept these
concepts and adjust to them accordingly.

It sllwu]d be stipulated that failure on the part of the state-run trad-
ing corporations in these Communist countries, to conform completely
to these particulars would cause the automatic suspension of the most-
favored-nation status and suspension would continue until the state
organization revised its policies,

Although these are worthwhile steps, we should not expect too much
in the way of corollary political moderation.

How can we measure our progress in dismantling the Iron Curtain?
I would expect the gradual evolutionary liberation of Eastern Europe
to follow, more or less, the following progression :

1. Soviet satellite.

2. National communism within the bloc.

3. National communism outside the bloc.

4. Nonalinement or neutralism.

With the exception of the withdrawal from the Warsaw Pact and
the announcement of neutrality by the Nagy Government of Hungary
on November 1, 1956, no Warsaw Pact member has reached stage 3
or 4. However, Yugoslavia has had a remarkable record of independ-
ence on many foreign policy matters and probably is moving toward
neutralism after professing nonalinement for over 10 years.

Poland and Rumania can probably be placed in eategory 2, although
developments are presently more promising in Rumania than in
Pnl:l!lt{. The only genuine Soviet satellite, insofar as complete obedi-
ence to Moscow is concerned, scems now to be the Soviet Zone of
Germany.

The criteria to determine how far along the scale toward neutralism
an East European country moves should inelude the following: for-
eign policy initiatives independent of the Soviet Union, degree of reli-
gious freedom, relative freedom of the press, pragmatic economic pol-
icies, and genuine freedom of choice in elections,

We should also watch to see whether the governments permit a
growth in the absolute number of individuals and social groups who
are able to voice demands and effectively articulate them and “'H]O feel
that they can increasingly identify and satisfy their needs, values and
interests within the political community. At the same time, we shounld
encourage the governments to accept and tolerate criticism or diversity
of opinion. We have seen a tendency of this sort in Poland where the
Government resisted Soviet pressure to collectivize agrienlture.

Regretfully, our present policies toward Eastern Europe are not
based upon achieving a common allied policy or an adroit uge of the
“earrot and stick” approach. The United States appears determined
to build its own bridges to the Eastern European countries and the
Soviet. Union without consulting, informing or working in harmony
with our allies. Increasingly West Europeans feel that their legitimate
national interests are going to be sacrificed or given secondary atten-
tion as the result of some Soviet-American understanding or modus
vivendi pending a final European settlement. Indeed, the possibility
of the Soviet Union and the United States reaching a settlement of
outstanding European problems behind the backs of our NATO allies
is perceived by our allies as a real one. The most recent indication that
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we prefer the bilateral as opposed to a unified allied policy came in the
negotiations over the draft treaty on the nonproliferation of nuclear
weapons.

Our relations with Eastern Europe are based more on achieving
some type of satisfactory and pleasant relationship with the ruling
Communist parties and the isolated generation of postwar emerging
leaders. We have been willing to reward these countries with economic
concessions when the occasion was appropriate, but to date we have not
used the “stick™ to punish or deter unsatisfactory developments such
as have occurred most recently in Poland. Indeed, in some cases we
have extended economic concessions when the circumstances clearly
did not justify it. To illustrate, a year ago the President announced
credit guarantees through the Export-Import Bank for several East
European countries, two of which, Czechoslovakia and Poland, are
sending arms to our enemy in North Vietnam.

We are now pressing for approval of a treaty on nonproliferation
of nuclear weapons though some of our allies in the Atlantic Commu-
nity are concerned about this, which to me shows a backward set of
priorities. ;

Eastern Europe holds a special place in the American conscience.
Our own independence was won with the assistance of such men as
Thaddeuns Kosciuszko and Casimir Pulaski. Western civilization has
been enriched by Eastern European contributions to art, science, lit-
erature, and music, The names of Sienkiewicz and Norwid in poetry,
Chopin and Paderewski in music, Kant in philosophy and Curie and
Copernicus in science remain with us today because of their unusual
gifts which subsequent generations have enjoyed.

It is one of the tragedies of geography that Eastern Furope's
yearnings for independence and freedom have been so frustrated. But
the dreams of genuine independence have not been forgotten in the
seemingly endless nightmare of totalitarianism.

Remembering the tragedy of Eastern Europe, 4 years ago at a spe-
cial Slavie Rite Communion, Pope Paul VI spoke for all of us when
he said we wait “in silence and in tears for the dawn of a better day.”

[ want to thank you for allowing me to present my views on East-
West relations,

Mrs. Kerry. T am sure we have all appreciated your very direct and
detailed comment on our policy.

There are several questions which I hope you will answer.

On page 4 you say, “If the Atlantic nations can find a way to ‘hang’
together, to achieve a common policy—.” Have we not endeavored to
“hang together” on the issue of strategic trade controls under the ar-
rangements embodied in the Coordinating Committee, or COCOM,
operating under NATO auspices?

Mr. Finorey. T am afraid if there has been an effort it hasn’t been
sufficiently productive.

I might add, too, we have taken some steps through the NATO
Council in the last few months which I think are promising. They are
in the right direction, but I wish they had come a long time ago. If
they had, I think we would have been in a lot better position in Europe
today. Whether they are just going to be talk without much substance,
time will tell.
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One thing that immediately undercuts them in effectiveness is the
emphasis that the President is now giving to the Nuclear Nonprolifer-
ation Pact which essentially in its basic form is an effort on the part
of the Soviet Union to work out a deal with the United States to keep
other countries from having the super weapons. While this may be a
highly desirable objective, it does tend to bypass our relationship with
Western Europe, and their natural interests, and I think it comes at a
very unfortunate time.

Mrs, Kervy. I do agree that some of our initiatives in the field of
Fast-West relations have come somewhat late. The fact remains that
in spite of our efforts, there is a distinet division at this time between
the policies toward the Fast pursued in Europe, and those of the
United States: is that not correct ?

Mr. Fryorey. Yes, there is. I should say there is.

Mrs. Keroy., Do you believe these differences should be and can be
corrected ?

Mr. Fixprey. 1 hope in the long reach of history they can be cor-
rected. I don’t expeet any very radieal changes in the immediate
future. Here in my statement today I tried to deal with what could
be accomplished with the tools which seem to be at hand, and I think
we could make a significant advance if, through the NATO organiza-
tion or through some other Atlantic institution, we could achieve a
common policy on East-West trade and by that bring the Eastern
European countries into the marketplace system of trading. This
would foree them to modify the customary traditional practices of the
Marxist system. To that extent, I think it would be a forward step.
It is not any earthshaking development, but still T think a \\’l)l't-lll-
while one.

Mrs. Kerny., Under some of our laws, the President has the right
to find that a country is no longer under the domination of the interna-
tional Communist conspiracy. Do you think we should make any
change in those particular statutes?

Mr. Fixprey., Well, here again this act gives the President the
authority. If, in exercising that authority, he would work through
the Atlantic institutions, it could be a great force for progress in our
relationship with Eastern Eunrope. But if, instead, he uses it only as
a means of expressing U.S, policy, then it doesn’t achieve the desired
effect trom my standpoint.

Mrs. Kerny. Didn't the Congress change that act last year and
try to deny the President that right?

Mr. Fixorey, Well—

Mrs. Kerny. Generally speaking, do you feel that we should trade
with Communist conntries?

Mr. Finprey. I think it is desirable for us to work out a practical
relationship with Communist countries in trade matters.

I do feel, Madam Chairman, that when our country is at war on a
massive scale—and I think we must acknowledge that is the case in
Vietnam—that. we have to give that conflict the highest priority in
our public policies, and in those circumstances 1 think we are fully
justified in taking exception to what might otherwise be prevailing
policies, For that reason I think the countries that do supply military
articles to our enemy hardly deserve any kind of favorable trade priv-
ileges. That is why I did suggest that we use the “stick™ as opposed to
the “carrot™ approach in regard to Poland, for example. And I did
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not use Yugoslavia, the other country that has been determined under
this act not to be a part of the international Communist organization.

If we fail to use the stick where we have the opportunity to do so,
we diminish the advantage of the carrot when we see fit to use it.

Mrs. Kervy. In this nuclear age, can we afford to do that ?

Mr. Finprey. Can we afford to——

Mrs. Kervy. To use the stick?

Mr. Fixprey. We are certainly using an explosive stick in Vietnam.
There are many times when I question the wisdom of how we are
proceeding there, but we are indeed using the stick and I think in this
world in which we still have nationalism, we still have imperialism
within some national states, we have to be willing to use the stick at
times even though it carries great risk.

Mrs. Keruy. Thank you, Mr. Findley. I hope you understand some
of my questions were posed in an endeavor to bring out certain facts
which I know are of interest to all of us.

Mr. Frelinghuysen.

Mr. FreLineuuysen. I should like to say that T have found the
testimony of Mr. Findley very interesting, as I might have expected.

I am somewhat disturbed about the possibility of achievin o the goal
which you suggest is so important. The chairman mentioned that what
we needed to develop was a coherent, effective U.S. policy toward
trade. Your suggestion is that we should develop a coherent, unified
policy with respect to all Western countries, which is an even bigoer
assignment. How realistic is that? It might even be difficult for us to
develop our own coherent policy.

It does seem to me that you put your finger on the basic problem.
If we are to develop a coherent allied policy, Western policy, Atlantie
Community policy, we must transform our way of looking at trade
with the East.

Mr. Fixprey. That is true.

Mr. FreLiNerUYSEN. It is a question of how we might adjust our-
selves, becoming more liberal, and not trying to get a more restrictive
attitude on the part of our allies.

It doesn’t seem to me we are going to get anywhere if we attempt
to get Western Europe to cut back on the trade and the contacts which
they have been developing. Is it realistic, from our point of view, to
think that we can do much about liberalizing our own approach at this
particular time?

You have mentioned one of the reasons why it is not likely. You
point out that the war in Vietnam is a complication. Is it realistic for
us to argue there should be a transformation of our attitude toward
trade with these countries? Trade with the East isn’t of great sig-
nificance to us one way or another. T wonder, is it realistic, do you
think, to expect the allies to develop coherent pol icy ?

Mr. Fixprey. Well, frankly, Mr. Frelinghuysen, I am not optimis-
tic about any substantial progress in the field of East-West trade
until the Vietnam war is settled. T did try to set forth here some prac-
tical ideas that could be used when thaf time does come, but T must
agree with you that, if that is what you are expressing, that this is
not a very promising moment for such progress. But even so I think
we should attempt to improve our Atlantic institutions in order to
provide the mechanism, even though it might not be fully utilized at
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this time, through which this greater cohesion could be effected later
on.

I don’t want to leave the impression that T expect the entire Western
World to be involved in this. The more logical starting point would
be that group of nations that has worked together rather closely in
military defense matters; the NATO community. It could well be that
all of them would not see fit to act together, but certainly these coun-
1I'i[.‘5 111}-\'9 t-hl" g]’.‘l?il[{‘ﬁl- ﬂl'l‘ll:‘ (]f COIMINON illt(’.l’l’:'}t El-l'li_l cominon pl'l}] J!t‘]}]f
and I think common traditions too.

Myr. FrecineauyseN. You shot holes in your own argument to an
extent by pointing out that the independent national initiatives of
France and Germany are to be commended. You admit one can help
destroy the Iron Curtain just as effectively by these national initia-
tives, as by an attempt to develop a NATO front. It does seem to me
that the harmonization between countries in this area is not going to
be an easy thing to achieve even though, as a goal, we might say it
would be desirable, especially when we don’t seem to be in a position
now of providing any lea dership at all.

Mr. Fixprey. We certainly are not.

Mr. FreLineauyseN. Your basie approach is that we should follow
the leadership of Western Europe, as I understand it, certainly
Western Europe is not looking to us for leadership with respect to
what kind of arrangements to make with Eastern Europe. They are
reasserting traditional ties which have existed. This is all to the good
but we have been left out pretty much.

I can’t envision this transformation.

Mr. Fixvprey. I am not saying it will occur, but it is a helpful step
when Germany does establish diplomatic relations with some of the
countries after this long span of time. That is a step in the right
direction and I would hope we wouldn’t hold back on any progres-
sive steps, in East-West relations until that day when we do have
the cohesive policy. But I do think a powerful argument can be made
for a unified policy on the part of the NATO countries and particularly
a community including the United States.

Mr. Frerincnuysen. Is it your feeling that onr desire to push for a
nonproliferation treaty is actually being a disruptive force in Europe?

Mr. Fixprey. I have no doubt whatever on that point. It is disrup-
tive in Italy, but not to the degree that it is in Germany. At the North
Atlantic Assembly last November in Brussels, I had a number of pri-
vate conversations with Bundestag members and they were very much
disturbed, T think genuinely concerned about the effect that our pres-
sure for the nonproliferation treaty might have upon internal polities
in Germany. They have a coalition government, of course, which I
would think hangs by a rather tiny thread, and they do have a new
Nazi element in Germany. To the extent that we appear to be dealing
over their heads to work out a treaty to the disadvantage of Germany
and of long-term disadvantage to other European countries. then I
think we do create a very powerful divisive influence there.

Mr, Freuinenoyses. As I understand it, the long delay in arriving
at some kind of tentative agreement was in an effort to listen to the
problems of the non-nuclear powers, such as Germany, and to respond
to their feelings and apprehensions as to what a treaty might mean.
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I don’t wish to take too much of the committee’s time. I do think
Mr. Findley has raised very interesting points and I am grateful.

Mrs. Kerry. Mr. Hamilton.

Mr. Hayivron. Mr. Findley, I want to go back to a point. Mr.
Frelinghuysen touched upon.

It seems to me the major thrust of your statement is to emphasize a
unified Atlantic policy, and yet at the same time later on in your
statement

Mrs. KeLvy. Just 1 minute. Can the members hear?

Mr. Finprey. Ican hear.

Mr. Hamruron (continuing). And yet at the same time you em-
phasize initiatives, for example, by Germany, acting alone.

Don’t you think there is an inconsistency there? If you follow your
original thought, then Germany should act through the unified Atlan-
tic policies, should they not ?

Mr. Frxprey. I would prefer that we had the institutions and the
will yesterday to effect this cohesive policy, but it doesn’t exist.

Pending that creation, I think it is promising that these new initi-
atives have occurred, especially from Germany, which is the core of the
European problem.

Mr. Haxauron. If that is true in the instance of Germany, might it
not also be true of the interests of the United States emphasizing some
initiatives on its own ?

Mr. Frxorey. I don’t think you could draw a parallel between the
initiatives of Germany and the initiatives of the United States with
the Soviet Union on nuclear weapons, if that is what you have in
mind.

Mr. Hayiron. If, in your judgment, Germany can do some good
things unilaterally in its relationships with the East, then perhaps the
United States could do some good things unilaterally too, apart from
the Atlantic Alliance.

Mr. Fixprey. Yes, that is right.

I might say that I have suggested such a course of action—the con-
ditions under which we should extend most favored nation treatment
to the Eastern European countries.

Mr. Hasiuron. Would you favor the extension today, for example,
of long-term credits or liberalizing our list of strategic goods? Would
you favor either of these steps? '

Mr. Frvprey. I don’t at the present time. T do favor the extension of
most favored nation treatment to the countries that would accept the
conditions in the marketplace that T have set forth here, Exception
should be made to those countries who are sending military articles to
Vietnam. it ]

But I think that it is unrealistie for us in our present physical plight
and budgetary problems, to he considering extra financing for coun-
tries that, if they are not hostile, certainly are not friendly.

Mr. Hayauron. What countries of Eastern Europe today would you
be willing to make some overtures toward ? .

Mr. Finorey. Well, based on the facts as T understand them—and
I don’t pretend to have all the facts—Rumania has made some very
PTOMISING: Improvements in its external policy, too. It is not an un-
blemished record, but it is a promising one. Several months ago I
suggested that at the same time we lift most-favored-nation treat-
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ment from Poland because of its policies toward our enemy in Viet-
nam, we should extend it to Rumania in recognition of the liberaliza-
tion that seems to be occurring there.

Mr. Hayruron. On page 6 where you list your qualifications for
granting most-favored-nation treatment—and you list there three—
vou don’t have any restrictions there with regard to the Vietnam con-
flict, but I presume that overrides the entire matter?

Mr. Fixprey. I think it must necessarily. I am sure you will recall
that when we got into the Korean war our Government antomatically
lifted most-favored-nation treatment which was then extended to the
Soviet Union and I think all of these eastern countries. And once we
are in a war, even by proxy, we ought to be realistic about that fact.

Mr. Haswron, I wonder if you would take a moment to try to
look at things from the vantage point of Eastern Europe. Do you see
presently in the United States policy strong inconsistencies? For
example, the President, in his October 7 speech of 1966, talks about
“peaceful engagement’ and then at the same time there are many
things—the Battle Act and the Export Control Act, and amend-
ments to the Foreign Assistance Aet—which are based on the theory
that we don’t want to do anything to strengthen the Communist
regimes at this time,

Now, faced with these two different approachs, it would appear to
me from the standpoint of Kastern Europe they could be thoroughly
confused about just what is our policy.

Mr. Fixprey. There is a conflict between what the President at
times has said and what he has been able to deliver. In that October
speech he went far beyond what the temper of the Congress was and
I think he went too far, frankly, in it, and he should have assessed
the cooperation he could expect to get. from the Congress hefore he
wenf out so far in such statements.

I ean see why this wonld appear to be an inconsistency, viewed
from Eastern Europe.

Mr. Hasrox., Your tendency then is away from the President’s
October T speech and more toward the restrictive attitudes of contacts
and trade with Eastern Europe, and the building up of the Atlantic
Commumity?

Mr. Fizxprey. As I understand the specific proposal the President
presented to the Congress on East-West trade, there was no require-
ment, that these three conditions be fulfilled in order for most-favored-
nation treatment to be continued. They were set forth as desirable
objectives, but they were not conditions, as T understand it.

Mr. Haymuron. You would meet these three conditions?

Mr. Fixorey, Absolutely, and once a government would cease to
abide by the convention on copyrights, or on patents, or cease to
agree to the adjudication of disputes in these international free world
marketplace tribunals, as of that date they would cease to enjoy the
advantage of most-favored-nation treatment. This could be reinstated
once they return to the ways of the marketplace,

Mr. Hamirrox. Thank you.

Mrs, Ky, Mr. Fulton.

Mr. Fruuron. You have made an excellent statement. We Americans
are hoping for more unity in the West. That assumes that we are on
a level economically, politically and security-wise, entering into a
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binding alliance in a method of operation which permits individual
epportunities, which you seem to infer, or else we are going to get into
an economic cartel. If we act as a unit in dealing with, for example,
the Eastern European states, then I would imagine that they would
act in unity under the Warsaw Pact. The question then is, do we want
really to establish cartels in the West so that we all act together? Set
prices, make allocations, and prevent competition among Western na-
tions, both in price and in eredit? I wonder about that, Are we then
adopting the methods of the opposition in order to further our own
cause in opposition to the policies? What do you think about that ?

Mr. Fixprey. I think it would be a serious mistake for us to attempt
to compete in the marketplace with state-trading entities which don't
abide by the practices of the marketplace.

Mr. Furton. Are you speaking of the West or the East ?

Mr. Finprey. Of the West.

You speak of the danger of cartels. Well, in a sense, each Communist
nation state is an economic cartel which can very easily speak and act
as one and usually does. I think almost without exception it does. So
we are up against a cartel situation anyway, and the problem is how
we can kind of get some cracks in it and knock some chinks out of it and
hopefully bring it eventually into practices common to the market-
place.

Mr. FurroN. You speak of the wasting away of the Iron Curtain.
Are you speaking economically, politically, socially, or security-wise—
military power?

Mr. Finprey. I think the main advances have been economic thongh
there is some sign of political advance too. Yugoslavia, for example,
has been seeking a relationship with the European Common Market.
It has been engaged in an internal development, which hopefully will
strengthen its marketplace system as opposed to a state trading sys-
tem, so I think that is a promising development.

My, Fouurox. Could I ask you the limits of your thoughts? Are yon
really seeking the destruction of the Communist system wherever it
might exist, or the Communist regimes in whichever national area, geo-
graphically, they might exist, or are you talking of moving simply
toward an open, economic world ?

You see, to me you have said you have in it the political, the security,
the social and the systematized approach. Do you mean that or ave
you just saying on the economic level, “Let us try within a limited
range for a free world by a united Western policy #”

Mr. Fizorey. T don’t know of hardly anybody who advoecates in-
vading Eastern Europe in order to overthrow the Communist regimes
there. Yet I am sure Illm,t- all of us do have thie hope that some day this
thing called individual liberty will all be reestablished throughout
that area. The question is, do we simply do nothing or do we try to
use our economic tools, or nonmilitary tools so to speak, to effect some
progress?

My proposal here is one which deals almost entirely with the eco-
nomic approach. If we can get these governments to accept the prac-
tices of the marketplace, I think we can live with them in our market-
place system. This doesn’t mean they are going to automatically
modify their political, internal institutions, but maybe that will come
later.
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I don’t think we should expect too much in the way of progress from
the use of our nonmilitary tools.

Mr. Frrron. We are in the process of defining new goals. If you
will look at page 4, you say, “A fourth consideration should be to
realize our limitations”——

Mr. Fiyprey. That is correct,

Mr. Furron. I should imagine either ours, the United States. [Con-
tinuing:] “In promoting external autonomy and internal freedom in
these countries.”

Now, that is the goal.

On page 5 then you say: “The United States has natural political
limitations on its effectiveness because it is the preeminent leader of
the Western World and therefore Eastern European leaders are nat-
urally suspicious and on their guard in dealing with us.”

I doubt that that is one of the causative factors, but I will accept
it for the purposes here.

You end: “In every possible way the West should speak and act as
one.’

Now, you say with regard to our making definitions here, in our
dialog, you are really limiting us in emphasizing the economic, but in
your statement you say “in every possible way.”

Mr. Fixouey, Yes. I should add that T didn’t read some parts of it
in which I described the evolutionary steps that I think may even-
tually occur.

Mr. Furron. Are you then in favor of the Johnson policy of build-
ing bridges not only between Eastern Europe and the West, but also
between the U.S.S.R. and the West, and likewise between Communist
China and the West ?

Mr. Fovprey, When you deal in labels you get into pretty deep
trouble sometimes. I would have to have a better definition of what is
meant, by bridges before T would say that. T would say first of all, as T
understand the bridges that President Johnson would like to build,
I am very skeptical of them.

Mr. Furron. The Johnson bridges?

Mr. Finorey. Yes. I do think there are practical two-way bridges
that can be built,

Mr. Forron. You have a new system of bridges?

Mr. Fixprey. The Findley bridges.

Mrs. Kery. Mr. Culver.

Mr. Conver. I wish to thank Congressman Findley for his state-
ment this morning,

Congressman Findley, is it your understanding that the basic policy
of the administration toward East-West relations today is bottomed
on a very serious effort to achieve the greatest degree of cooperation
and coordination of Western European and U.S. attitudes and views
in approaching the Eastern bloc?

Mr. Finprey. I believe the greater emphasis is upon unilateral
bridge building with Eastern Europe as opposed to bridge building
between our country and the Western European nations. If we would
emphasize policies which would build greater cohesion within this
Western community that most people regard as being NATO, then
the relationship with Eastern Europe is going to be a much simpler
and more productive affair. ¢
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Our emphasis has been on building bridges as a nation to Eastern
Europe instead of strengthening the cohesion of the West and from
that stronger more cohesive base dealing with other nations including
Eastern Europe.

Mr. Curver. I certainly agree with you as to the unquestionable
desirability of moving in concert, and there will be additional strength
in such an approach. I seriously disagree with you that the adminis-
tration in the formal articulation of our policy, and indeed the serious
efforts to implement it, have been characterized by unilateral ap-
proaches. I think that the administration and all those with whom
I have spoken in both Eastern and Western Europe understand this
very fully; that is, it is certainly not in the interest of the United
States, having experienced two World Wars, to have a heightened
nationalism or reversion to Balkanization of power blocs which we
have worked very hard throughout the entire postwar period to see
dissipated. I think on the one hand while we can welcome as a nation
and as a people the independent stature that some of these countries
have achieved, we certamly do not feel there is much strength as
a matter of U.S. policy in seeing their independent policies pursued
vis-a-vis the Soviet Union or Eastern Europe totally indifferent to
the interests of their Western allies.

I wonder whether you really feel as a matter of basic U.S. policy
we have not understood and fully appreciated that.

Mr. Fixorey. I do not think we have fully appreciated the impor-
tance of cohesion with Western Europe. I will cite two examples;
one we have described already, that is, the nuclear nonproliferation
pact. I would have thought the United States, realizing how tremen-
dously important a pact of this sort would be to its most essential
allies within NATO would simply have not taken even the first step
until there was agreement within NATO on what, if anything, should
be done in the way of a treaty. If an agreement could not be reached
within NATO, I would have thought it the better part of wisdom
simply to put it on the shelf for a while.

Mr. Curnver. Could T respond one point at a time?

Mr. Finprey. Yes.

Mr. Curver. Take the case of Germany, don’t you feel there is a real
possibility that German objections can be overcome in the weeks ahead
given the fact that the much more frankly important and overall
crucial thing is that the Soviet Union and the United States are agreed
in this area. Say General de Gaulle does not agree in our initial pre-
liminary discnssion on a certain draft treaty, should we drop the
whole concept and wait until General de Gaulle decides it is a good
idea to move ahead?

Mr. Fixprey. France is not part of the integrated command strue-
ture now,

Mr. Curver. You think we can ignore France?

Mr. Fixprey. I would hope we would not ignore France, but we
have to recognize that France has seen fit to pull out of the integrated
command structure.

From a military standpoint the French voice is less important by
necessity today than it was before.

Mr. Cunver. I was interested in your carrot-stick approach. As both
Mr. Frelinghuysen and Mr. Hamilton have indicated this is trouble-
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some. On the one hand you are calling for a greater degree of cohesion
and unity and employing phrases such as “improve our institutions,”
we “must have the will,” we *“must develop mechanisms to achieve co-
hesion.” My question is, conceding, and I think we all do, that this is
desirable and in the best interests of our country, how, if we are going
to pursue on a unilaterial basis this carrot-stick approach can we
achieve cohesion? For example, given what we determine to be the
U.S. interests in trade relations with Eastern Europe, regarding mat-
ters such as Vietnam trade, and as you suggest on page 6, “It is my
contention before we extend most favorite-nation treatment to any
Communist government we must insist upon three things™—presents
real obstacles to unity of view. Today U.S. trade with Eastern bloc
countries is about $200 million. The trade of other Western nations
with the Eastern bloe is 16 times as great. It is running about three
and half billion dollars. It is all well and good for us to insist on uni-
lateral ad hoc determinations that the carrot and stick should apply
in a given fact situation, but how can you even wildly anticipate a
participation on the basis of our formula, and on our own policy de-
terminations and thus bring about a unified approach of all the West-
ern countries in this area.

Mr. Fixprey. I guess T risk repeating, but we do not have the insti-
tution cooperation we should in NATO. I would hope when we do
achieve it, and I hope it will be soon, that this new unified unit that
will speak and act as one will use the carrot and stick just as hopefully
we would use it as an individual Nation, lacking such a community.

Mr. Curver. Don’t you think that Western Europe is delighted
when they see the United States apply the stick and ignore the possible
competitive threat? What do you think is resurrected in the heart of
the German businessman when he sees denial of the most favored
nation consideration by the United States toward a particular Eastern
bloc country ¢

Mr. Fixprey. I am sure you realize you cited a very powerful rea-
son for us trying to achieve the unified approach so that the Western
community will speak and act as one. It is in our national self-interest
this will be achieved.

Mr. Curver. In response to Mr. Hamilton’s question you suggested
out of the so-called satellite bloc countries one country that suggested
itself as a possibility for carrot treatment was Rumania. You cited
as justification for such special consideration the fact that it had ap-
parently been pursuing with regard to external policies an independent
line. Is it mot a fact that of all Eastern European countries today, in
terms of the nature of the totalitarian internal domestic society,
Rumania remains for all its foreign policy flourishes, probably the
most refrogressive state in terms of domestic climate, and probably
the most unlikely to be implementing, in the immediate future. the
liberal economic reforms set forth on page 6 as determinative of
whether we qualify a country for carrot treatment. Is that not a fact?

Mr. Fixorey. You have stated your opinion. T do not accept it, but
it may be that T fail to accept it out of ignorance because you may be
far better versed about that country than I. However, I believe
Bulgaria, East Germany, and Albania are more internally rigid on
personal liberties than Rumania. As you may remember, Rumania
has in the last several years released thousands of political prisoners.
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Mr. CoLver. What other country in your judgment, domestically
speaking, has had a harder line with regard to internal Communist
Party organization than Rumania?

Which other country has shown less willingness to even discuss in
the councils of its own government modifications and improvization
of the Communist economic system such as those which have taken
place in Czechoslovakia, and of course in Yugoslavia.

Mr. Fixprey. Yugoslavia and Poland are in a different category.

Mr. Cowver. I am interested in what criteria in this difficult area
you adopt to determine when you apply the carrot.

Take Czechoslovakia. In the last week we have seen Novotny re-
placed by Dubeek. Most people view this as a move in a liberal direc-
tion, generally speaking, coupled with the very familiar efforts of the
Czech Government to move in the area of economic reform.

In your judgment, wouldn’t this represent an opportunity to im-
prove and exploit a more liberal climate attractive to Western inter-
ests? What criteria do you adopt? Do you adopt the U.N. speech by
the Rumania Government whether they will or will not attend the
next worldwide Communist conference, or that they might agree to
the trade terms you articulate on page 67

Mr. Finorey. I am sure yon would not have had an occasion to see
it, but a few months ago T put in the Congressional Record a rather
extensive study of Rumania. While I cannot, out of any great ex-
haustive study, compare it with Czechoslovakia, I felt there were
enough internal changes and external changes, particularly in regard
to the Vietnam war which would justify a favorable response on our
part. That is why T think there is a time to use the carrot. Just as there
has been a retrogression in Poland, I think it is very wise for us to
recognize such retrogression when it does oceur, even thongh Poland
at any given time might be in a better position as far as internal
freedom is concerned than the other country. I will insert my remarks
on Rumania’s foreign policy and other material in the appendix of
the hearings. (See appendix, p. 235.)

Mr. Curver. Thank you.

Mrs. Kerry., Thank you very much, Congressman Findley. T am
sure the length of time we took to question you is a good indication
that we intend to discuss this subject very fully in the course of our
committee hearings. We are very happy to have your statement.

Mr. Finprey. Thank you.

Mrs. Kerny. Will Congressman Delbert Latta take the witness
stand, please #

STATEMENT OF HON. DELBERT L. LATTA, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF 0HIO

Mr. Larra. Thank you very much, Madam Chairman.

Mrs. Kerny. We are delighted to welcome you here, Congressman
Latta. Will you proceed as you wish?

Mr. Larra. Let me say T was about ready to file my statement with
the committee because as you know I am a member of the Rules Com-
miftee and we are in session this morning.

Mrs. Kerny. T am sorry that we could not reach your testimony
earlier.
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Mr. Larra. This is a very important subject you are discussing.

Let me commend you, Madam Chairman, for taking it up in this
committee, I well remember your appearance last fall before the Rules
Committee when we were considering some 124 resolutions to create
an Export Committee and we were not privileged to hear your testi-
mony. I might say those resolutions ave still pending before the Rules
Committee and we are looking forward to your appearance at a later
date.

I do not want my appearance here this morning to imply that
I have already made a decision relative to those 124 resolutions. I shall,
however, follow the deliberations of this committee and its endeav-
ors to get into the nuts and bolts side as well as the foreign policy
ramifications of this subject.

I think this subject must be observed more or less on a day-to-day
basis. I served on the Export Control Committee of the 87th Congress,
very ably chaired by a former member, Mr. Kitchin, of North Caro-
lina. I think this committee made a very, very valuable contribution
to the Nation. It stayed right with the subject day after day.

I think this is something which must be done in this very important
field. This morning as we enter into this discussion of the question of
East-West trade at a perilous time, it is a time in which Americans
are engaged in battle in South Vietnam and in which an American
ship has been captured in a hostile and aggressive manner by the
Government of North Korea. It is a time in which the Soviet Union
has been asked to mediate the ship’s release, and has refused.

We face the problem of the administration’s proposals, therefore, in
a time of crisis and not of tranquillity. We face the question during a
period in which Communist governments are becoming more aggres-
sive, and not less so. We are asked to seek new directions at a time
when Communist governments appear to be irrevocably wedded to the
old.

Several important questions present themselves, for they relate to
what appear to be inherent contradictions in the administration’s
proposals for liberalized trade relations with Communist countries.

A Presidential Commission on East-West Trade reported on May 6,
1965, that a relaxation of restrictions on trade between the United
States and the Soviet Union and the Communist countries of Eastern
Europe would help promote American foreign policy objectives.!

It 1s said that the only basis for its proposals was to make possible
some “hard bargaining” by the United States for political advantage.
Ordinary motivations, such as for economic or finaneial gains, have no
place in trade relations with the Communist countries, it said.

It expressed the view that the possibility of influencing through
expanded trade both the internal evolution and external behavior of
Communist. countries in Eastern Europe far outweighs any political
or military risks involved. :

At his press conference on October 7, 1966, President Johnson said
that—

We will reduce export controls on East-West trade with respect to hundreds
of nonstrategie items. I have just today signed a determination that will allow
the Export-Import Bank to guarantee commercial credits to four additional

1 8pecial Committee on 1.8, Trade Relations With Eastern European Countries and the
Soviet Union, (The Miller committee,)




Eastern European countries, Poland and Hungary, Bulgaria and Czechoslovakia.
This is good business and it will help us—it will help us to build bridges to
Eastern Europe.

This announcement was followed by a number of significant state-
ments in support of increased East-West trade by such top-ranking
members of the State Department as Averell Harriman, Nicholas
Katzenbach, Eugene Rostow, and Foy Kohler.

Perhaps the most outspoken criticism of opponents of East-West
frade came from Ambassador Averell Harriman who, on the Novem-
ber 23, 1966, NBC-TV program, “The Today Show,” labeled the
opponents of trade as “bigoted, pigheaded people, who don’t know
what’s going on in the world, that have prevented us from helping our
balance of payments.”

There is a certain contradiction here. The Presidential Commission
said that the reason for increased East-West trade was not our balance
of payments, as Ambassador Harriman urged, but political. If we have
liberalized conditions within Communist countries, and have caused
them to pursue a less ageressive foreign policy, such trade would be
considered successful.

Which is the administration’s reason for urging liberalized trade
with Communist countries? Is it political, or is it economic? Is it to
“build bridges to the East” or to assist our balance-of-payments
problem ?

Before any decision can be made with regard to the proposed pro-
gram, it is essential that we know what its goals are to be.

But it seems clear that the administration has not abided by the
recommendations of the President’s Commission. The Commission

urged that trade relations with Eastern European countries and the
Soviet, Ulnion “* * * ghould not be subsidized, nor should it receive
artificial encouragement.” Yet, the administration has recommended
such measures as the financing of deals between Fiat and the Soviet
Union through the Export-Import Bank.

Is it the proposed H}olicy to subsidize trade with Communist coun-

tries? If so, how will this assist our balance-of-payments problem?
If not, why has the administration urged such action?
The President’s Commission stated that—

; \\"!" rule out from these considerations any kind of strategic trade that could
significantly enhance Soviet military strength.

The 16th Battle Act Report stated clearly that—

The basic policy underlying the Mutual Defense Assistance Control Act (the
Battle Act) is one of preventing, to the extent that we are able, the shipment to
the Sino-Soviet bloc of strategic items which would contribute significantly to
the military-industrial potential of the bloec.

In 1966 the Commerce Department relaxed export restrictions on
about 400 “nonstrategic” commodities for shipment to Russia and
Eastern Europe.

I might stop at this point to raise a question that was raised in my
mind when suddenly, overnight, 400 strategic items suddenly became
nonstrategic. This might be an area for this committee to investigate.
Among these were textile products, some metal manufactures and ma-
chinery, foodstuffs, chemical materials and products, and a variety
of manufactured articles. These can now be exported to Eastern
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Europe without prior specific approval of the Commerce Depart-
ment.?

The facts seem to contradict the policy. They also contradict the
statement made to the American people by President Franklin D,
Roosevelt in May of 1940. He said that—

The American people will not relish the idea of any American citizen growing
rich and fat in an emergency of blood and slanghter and human suffering.

This was more than a year before Pearl Harbor, and at that time
no Americans were fighting either in the European or Asian wars.
Today, in the face of Vietnam and the current Korean crisis, our atti-
tude is far different. As a result of President Johnson’s order of October
12, scrap iron and scrap steel are back on the “approved” list and the
junk peddlers are sending it over to Russia to help build the Russian
war machine just as was done with Japan in the late 1930°s and in
1940.2

What does the administration mean by “strategic goods”? On May
9, 1967, our Government approved a shipment of polyvinyl butyral
valued at $268,975. This pru&uct is primarily used as an interlayer in
bullet resistant glass.*

According to a top missile expert, C. Stark Droper:

The key area for advance in control and guidance is still the region in which
the basis limitations exist—that is, the high-accuracy sensing of geometrical
information.

On February 1, 1967, the Commerce Department authorized ship-
ment of just such an instrument, a Worden gravimeter.®

Prior to removing a number of items from its category of “strategic”
goods the Department of Commerce issued a press release declaring
that the items removed “* * * fall into the category of peaceful goods,
which may be freely exported without risk to the U.S. national in-
terests.” ® It also asserted that it had “* * * consulted with other
interested departments, including Defense, State, Agriculture, Interior
and the intelligence community, in taking this step.”

The evidence points to the fact that the administration did not
consult the intelligence community at all. The Director of Naval In-
telligence states: “The Office of Naval Intelligence, definitely a member
of the ‘intelligence community’, had no part in the consultation which
preceded the revision of the commodity control list.” 7

The Air Force stated that “No intelligence office of the U.S. Air
Force participated in the revision of the current commodity control
gk

The Army stated that the Assistant Chief of Staff for Intelligence
*was not consulted regarding the commodities listed.” ¢
_'-'m:tport Bulletin No. 941, U.8, Department of Commerce, Oct. 12, 1966, “Re-
rh‘i’l?;}?(!l.n Commodity Control List."

¢ Daily Bulletin, Export Licenses, May 9, 1967,
lg;gfhongros&ionﬂl Record, July 13, 1967, p. 8 9537. Daily Bulletin, Export Licenses, Feb. 1,

o Ibid.

7 Letter to Representative Glenard Lipscomb from E. B. Fluckey, Rear Admiral, U.S.
Navf. D!mctor‘ pr Naval Intelligence, Oct. 26, 19!]6._ g'.etter may be found in its entirety
in the Congressional Record, Jan. 17, 1967, pp. H257 and H258.)

® Letter to Representative Glenard Lipscomb from Jack B, Thomas, Major General, U.8.
Alr Force, Assistant Chief of Staff for Intelligence, Oct, 28, 1966. (Letter may be found
in its entirety in the Congressional Record, Jan. 17, 1967, p. H 258.)

¥ Letter to Representative Glenard Llp‘smmb from Raymond T. Reid, Lieutenant Colonel,

for I. L. Blackwell, Colonel, GS, Office, Chief of Legislative Liaison, Oct. 25, 1966. (Letter
may be found in its entirety in the Congressional Record, Jan. 17, 1967, p. H 258.)
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The Department of Defense said that the Defense Intelligence
Agency “was not requested to supply intelligence on the 400 com-
modities that are covered in Current Export Control Bulletin No.
941,719

If the administration really intends to increase trade only in non-
strategic goods, we feel it essential that it tell us exactly how such a
determination was made, and is to be made in the future.

I think this is an area that this committee could rightfully get
into.

What is a nonstrategic good? On March 10, 1966, and again on
Angust 16, 1966, the Commerce Department approved shipments of
diethylene glycol worth $482.250.

This chemieal is used in the manufacture of explosives and liquid
rocket propellants. It can also be used as plasticizer in solid rocket
propellants of the type suitable for air-to-air missiles such as are
used in Vietnam. Under what definition is the item considered “non-
strafegie ?” 11

Setting forth the State Department’s view of FEast-West trade,
Eugene M. Braderman, Deputy Assistant Secretary of State for
Commercial Affairs and Business Activities, said that “one of the
most. important premises is the fact that these countries differ very
considerably among themselves, both in their internal systems and in
their relations with one another * * *” He noted that “* * * in
consequence, U.S. policy expresses itself in different ways toward
different Communist countries.”

Mr. Braderman conceded that “in some instances the behavior
of a Communist country will warrant our denying trade with it
completely * * * in other instances it best serves the U.S. interest to
encourage trade with a Communist country.”

Since the Soviet, Union represents a case of that kind of Communist
country with which the Department of State seeks to increase trade, it
18 interesting to see what the Soviet Union’s relationship is with a
Communist country with which the Department of State does not wish
to trade; namely, North Vietnam.

The administration will, of course, not trade with a Communist
government which is shooting at Americans, But, does the administra-
tion advocate increased trade with a country which is in turn supply-
ing our enemy with the means of war?

In an extensive study of Soviet aid to North Vietnam, Prof. Albert
Parry, chairman of Russian studies at Colgate University, points out
that “* * * it is estimated that the 10 years through 1964 Soviet aid
to North Vietnam totaled some $350 million. It faltered somewhat in
1963 and 1964 when Khrushchev apparently was resigned to seeing the
country in China’s orbit * * * But Khrushchev’s successors have re-
vived the Soviet interest in Ho Chi Minh * * * Moscow’s exports to
North Vietnam rose from $47.6 million in 1964 to more than £74.8
million in 1965—this is of course in addition to some $555 million
worth of arms sent in 1965 alone.” 2

¥ Letter to Representative Glenard Tipseomb from O R. Roderick. Mafor Genernl, 178,
Air Force. Director, Department of Defense Lecislative Linison. Oet. 27, 1966, (Letter may
be found in its entirety in the Congressional Reenrd, Jan, 17, 1967, p. H 258.)

1 Dafly Bulletin, Export Licenses, Mar. 10, 1066,

12 “Soviet Ald to Vietnam,” by Albert Parry. the Reporter, Jan. 12, 1947, p. 28,
Speech by Representative Melvin Laird in the Honse of Representatives, Mar, 23, 1967,
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In March 1966, the Soviet Union replied to Chinese charges that
Soviet help to Hanoi was insufficient and represented a lack of interest
in the conflict. The Moscow leaders sent a confidential letter to Comi-
munist leaders stressing that in 1965 North Vietnam received from the
Soviet Union arms and military equipment worth half a billion rubles.
The list included rocket installations and conventional antiairveraft
guns, Migs and other planes, tanks, coastal artillery, and small
warships.

Since the fall of 1965, the number of conventional antiaireraft guns
in North Vietnam has risen from 1,500 to at least 5,000.

One official estimate puts the figure at 7,000. In the fall of 1965 there
were only four North Vietnamese batteries firing SAM’s. By early Oec-
tober 1966, this number had risen to 25 or 30, each with six launchers.*

As recently as September 23, 1967, the Soviet Union concluded a
series of agreements with North Vietnam, providing for continuing
deliveries of military and economic aid to Hanoi in 1968, A joint com-
munique issued at the conclusion of about a month of negotiations
specified that the military material would include ground to air mis-
siles, planes, and artillery.

The Russians may speak of “peaceful coexistence” but their actions
point in the opposite direction. They may speak of better relations with
the West, but as they train North Vietnamese soldiers and airmen, and
provide the North Vietnamese with the weapons of war, it is hard to
believe that they are being sincere.

How can the administration reason that it is wrong to trade with
North Vietnam, but proper to trade with the Soviet Union which is
the chief supplier of the North Vietnamese military machine? Are we
not, in either case, aiding the enemy ?

There are other serious questions which we believe must be answered
before any action is taken on the administration’s proposals, If the
goal of such trade is to liberalize the Communist regimes of Eastern
Europe, what evidence is there that the East-West trade up to this
point has doneso ¢

Is it not true that after many years of American trade and aid
Yugoslavia is closer to the Soviet. Union than before such trade and
aid began? Is it not true that there is less freedom in Poland today
than in 1956 at the time we began aiding that country after its revolt
against the authoritarian nature of its government ?

It is essential that we not embark upon a new policy in the area of

“ast-West, trade without carefully considering the questions posed
here. It would be a perilous step for our country to do so if the answers
to such questions are not completely satisfactory.

I believe it is up to this committee if it gets into this field, and T am
certain that it will, that these questions be asked and answered.

Mrs. Keriy. Thank you so much, Congressman Latta.

May I extend to you my apologies for keeping you here so long. I
know that you must return to your committee. We regret that we won't
have the opportunity to question you as we would like to.

However, before you leave, I want to say something about the hear-
ings conducted last fall by your committee, the Committee on Rules,
on legislation proposing the creation of a Select Committee on East-

13 Ibid.
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West Trade. I hope you realize that the Committee on Foreign A ffairs
did not have an opportunity to present its views on that proposal even
though we attended your hearing and requested such opportunity. 1
have felt very badly about that.

Mr. Larra. I realize that, Madam Chairman.

Mrs. Kevy. I felt that those who did testify did an injustice to a
committee which has been carrying on hearings relating to the many
issues involved in East-West trade. I also feel they were negligent in
not. having read the reports and the hearings of our committtee bear-
ing on this very subject.

Mr. Larra. If T may say at that point, if and when these hearings
resume before our Committee on Rules I am certain that the chairman
will give you an opportunity to be heard.

Mrs. Kenny, I do want to state one further point. In your presenta-
tion you questioned how 400 “strategic” export items could suddenly
be declared “nonstrategic” by the President. I believe that in Octo-
ber 1966 the 400 items to which you referred required individual
licenses for export to the East, but were not “strategic” and were in
fact being exported to the East. I wanted to clarify that point.

Mr. Frelinghuysen, do you have any questions of our colleague?

Mr. FreLinenuyseN. Thank you, Madam Chairman,

I would like to commend the gentleman for his testimony. My only
question is with respect to Eastern Europe where you pointed out the
importance of taking a close look at whether goods that are allowed
to be traded are strategic or not, you also stressed the inadvisability
of strengthening Russia since she is now supplying so much to North
Vietnam. Your position on Eastern Europe seems to be a little less
clear. Youn pointed out that not much has been accomplished in Yugo-
slavia or Poland in spite of our trade. I gather this means that you
feel that an increase in trade on our part with Eastern Europe is not
desirable?

Mpr. Larra. T think it deserves a reexamination. You may not be put-
ting it quite accurate to say it is not desirable at all, but certainly not
in strategic items that could possibly find their way to North Vietnam.,

Mr. Frevinauuysen. I understand your point about strategic items,
but you did not argue that Eastern Europe is supplying these.

Mr. Larra. On nonstrategic items I do not think it matters too
much.

Mr. FrELiNGHUYSEN. My concern is, and we had this discussion with
Mr. Findley, that if we do not trade, this creates an opportunity for
Western Europe, and yet if we should try to get together with Western
Europe, it would almost surely mean a liberalizing of our policy
rather than a restrietion on their policy. "

Are you opposed to any attempt, or do you think it is unrealistic, to
try to get together and have a common allied Atlantic community ap-
proach to this problem ?

Mr. Latra. The gentleman is certainly aware of the COCOM that has
been in existence for many years. This Committee is composed of the
NATO nations with the addition of Japan. It has not been success-
ful. The COCOM list does not eontain, shall I say, all the strategic
items that onr list contains, T think this would be a good area, if this
committee is going to get into this field, to check with these COCOM
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nations to see whether or not there could not be some tightening up on
the COCOM list since we are a member.

Mr. Freineauysen. Thank you.

Mrs. Kerny, Mr. Hamilton.

Mr. Hayirron. Let me just pursue that a little further, if T may.
First, I think you have rendered a real service by pointing out to us
the importance of the strategic and nonstrategic goods distinction. 1
am not clear as to your own view on so-called nonstrategic items. I
recognize that there can be considerable debate what is nonstrategic
and what is strategic. Assuming for a minute we are talking clearly
about nonstrategic items, do you favor overtures by us toward Eastern
European countries in trade in these items?

Mr. Larra. Nonstrategic items ¢

Mr. HaMiuros. Yes.

Mr. Larra. Certainly. T think that is the only way you are going to
build lasting bridges, so to speak. If you are going fo have peace in
the world I think you have to do that. As I attempted to point out in
my statement, the thing we have to do is to draw the line on the things
that are strategic or could become strategic in time of war.

Mr. Hamivron. Thank you, Madam Chairman.

Mrs. Kerry. Mr. Fulton.

Mr. Furron. You have made an excellent statement and your facts
are certainly worth further consideration. I believe we should have
put in the record the statements of the sources you mentioned, of
dates and through what means these statements were made by the
various governmental departments with regard to consultation. If
you will supply that for the record, I will appreciate it.

Mr. Larra. I will be glad to supply it in the form of footnotes to my
opening statement,

Mr. ForroN. When we talk about a unified Western policy, my
feeling is that we should first get a unified U.S. policy. To me there
is none at this point. As a matter of fact, from time to time it is a
policy of opportunism rather than one of principles. For example,
on consultation, another Government agency of high standing that
was not consulted as far as I know is the National Advisory Council
on International Monetary and Financial problems. The NAC. That is
under the Bretton Woods Agreement. In this particular era when
the balance of payments is becoming most important, it seems un-
believable there has not been an active participation in such transac-
tions and policies by NAC. For example, the Departments of State,
Treasury, and Commerce, as well as the Export-Tmport Bank and
AID are all in this, but no action. Likewise, they have the duty of co-
ordinating the Tnternational Monetary Fund, the International Bank
for Reconstruction and Development, International Finance Corpo-
ration and Inter-American Bank, International Development Assoei-
ation and also the new Asian Bank.

When we have all those channels under the supervision of the
NAC, and there has been no participation as far as the public is
concerned in such decisions, T believe it is time we unify our policy
on strategic goods and finance. I do not see it at the present time
in the present administration. I want to compliment you acain and
I do feel you have pointed a way for a set policy method rather than
opportunistically approaching this matter. Thank you.
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Mrs. Keniy. Mr. Culver.

Mr. Conver. Thank you, Madam Chairman. _ _

[ also wish to thank Mr. Latta for coming forward with his state-
ment today. I know it will be helpful to the committee in its con-
sideration of this difficult area. k _ |

I would like to point out again that the 400 items that I believe
vou have reference to, which figured in the October 1966 action by
the administration, were a so-called decontrolled list. They were for
export to the East. They required individual licenses before that spe-
cifie action was taken.

These, I wish to emphasize, were not considered st 1':1(1:;_,:'10 goods at
that time by any definition. They would be exported if licenses were
made available. The President’s action simply removed the require-
ments of individual licenses and allowed these items to be exported
to the East, but not Red China, under general license. I think it is im-
portant to clarify that point. They were not considered to be strategic
items.

Reading now from our hearings, “Recent Developments in East-
West Relations” in January 1967, the action was taken to implement
the President’s speech of October 7 in which he stated, “We will
reduce export controls on East-West trade with respect to hundreds
of nonstrategic items.” They were so characterized at that time.

I think that is important for the purpose of clarification regard-
less of how we can argue on the merits of a given item and whether
or not it was erroneously classified at the time of that action.

Mr. Larra. May I comment on that?

Mr. Curver. Certainly.

Mr. Larra. Let me say this once again comes to the question of
definition, what is a strategic item and what is not. We cannot lose
sight of the fact that prior to the time the President released these 400
items, you had to have an export license to export them. The question
arises, Why an export license if there was not some reason for requir-
ing it in the first place? You can say under my definition that an item
was strategie, as 1t required an export license, and your definition is
that it was not strategic. But the basic question remains, Why did they
have to have an export license prior to that time to export all of these
given items?

Mr. Cunver. I think it was a very useful observation. I think the
only way we can approach responsibly whether or not the definition
is appropriate is to properly refer to these items as presently classified.

Mr. Larra. I think this 1s a good subjeect for this committee to con-
sider, to determine what is and what is not strategic.

Mr. Cunver. The one question I had, Congressman, was this: T
think it is easy to talk glibly about strategic and nonstrategic. I think
yvou would acknowledge that. It is another thing, I think, to develop
guidelines and rules which we can be comfortable with and at the
same time pursue what you acknowledge you are interested in, and
that is trade to the appropriate areas.

I was interested whether you would consider textiles to be strategic
;f(}!)l{ﬁf

Mr, Larra. Let us take a textile that you can make a parachute
from: that would be a strategic item in my judgment.

Myr. Crrver. What if you could make an army uniform from it?
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Mr. Larra. If you could get it next door from another country
withont any trouble at all, I \mu]d say “No.”

Mr. Curver. Then your definition would be if it was available at
another source.

Mr. Larra. How difficult the item would be to secure. T think a lot
of factors would have to be considered. 1 think the matter of r:'mi.it
would also have to come into determining whether or not an item is
strategic. If they cannot buy a certain item from another country
without putting ‘the money on the barrelhead, and they did not have
the money to buy it, but 1|w could buy it from us on credit, then I
think you have another question.

Mr. Curver. They are only buying from us around $200 million a
year, the whole Bastern bloe, T hey are buying close to three and a half
billion from nlhm Western countries .lzul tz«uhntr partners. They are
trading with each other. My question is, What dhmll something like
iuml 2 They ¢ an get it somewhere else. They did when certain trade dis-
cussions with us broke down.

I think the extent to which any item they obtain from us, even if
you could not find it used in a direct militar y context, would certainly
alleviate the pressure on the allocation of their own individual re-
sources and trade resources from other areas: would it not ?

Mvr, Larra. That is correct.

Mr. Curver. That would really cut in the direction of no tr ade,
would it not, if you found yourse If to be that sensitive as to what is a
‘-Il.lil‘“‘iv: or Imn-tl.ll{'ﬂ‘l( <T(m(] ¢

Mr. Larra. I do not thmh you can cut it that fine,

Myr. CoLver. Can you cut it much finer than $200 million ?

Mr. Larra. I think you could if you get into such items as Worden
Gravimeters aml cut them out. This is ju-,t one example.

Mr. Curver. Thank you.

Mrs. Keowy, Ilnl.h you so much for your appearance, Mr. Latta.

Mr. Larra. Thank \lill\l‘l‘. much.

Mis. Kewry. I understand that our colleague from Georgia, the
Ionorable Benjamin B. Blackburn, does not have a written statement.
but would like to address the « ulmmtrt‘(‘ We will welcome his testimony.

STATEMENT OF HON. BEN B. BLACKBURN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF GEORGIA

Mr. Bracksurx. I certainly cannot elaborate any further than Mr.
Latta just did. I think his statements were very thorough and well
doc lum-ulvd There is just one facet of this whole subject of East -West
trade to which I want to address my attention. I feel that not ex 10ugh
attention has been given to it, This is relative to the same points that
Mr. Culver was just raising as to what is strategic and what is
nonstrategic.

Last year in the Banking and Currency Committee, we took up the
qu{n\rmn of the proposed Fiat deal relative to Ex pmr Import Bank
participation. I noticed in the testimony on behalf of the administra-
tion’s position we were constantly being told that the construction of
a small automobile plant in Russia would not further the war capacity
of that nation. It is my very firm belief, and the whole purpose of my
being here, to state that it is impossible to build up & part of a nation’s

S89-577—68 3
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economy without building up its warmaking capacity. I will leave up
to this committee, and those who are far more expert and experienced
than I, the question of the foreign policy implications of trade, but I
do feel that this committee should view very strongly that any building
of the capital base of another country (1t‘*ﬁnitcl:.' furthers the war-
making capacity of that country. _ ok

It is my opinion, and I think most economists and military experts
would agree, that the ability of a nation in our industrial society to
wage war is directly proportional to the ability of that nation to
provide for its own domestic needs; that is to feed, house, and clothe
its domestic population, and have left over a surplus of production
which can be devoted to war purposes. So I think that there is some
degree of fallacy in the argument that we can build up the domestic
economy of a_country and not strengthen its warmaking capacity,
particularly with regard to the Fiat proposal.

The administration officials testified that without doubt a small
automobile could be used to carry workers to and from the plants. We
recognize that one of the strengths of our economy is the great mobility
of our people, the fact that our workers can live 10 miles from the
plant and have their own automobiles that they can use to travel back
and forth to their plants. To summarize my position, I do want the
committee to take into consideration that any building of the capital
base of another country, even in domestic consumption matters, can
be a strengthening of that country’s war potential. Personally, T rec-
ognize that there is some need for expanded trade. But I feel that at
this time in history with the hostilities that are both open and latent
between the capitalistic countries and Communist countries, we should
try to confine that trade; that is, our exports, to consumables which
would be consumed within a short period of time, and they should be
sold on strictly a cash basis. T do not think we should subsidize Com-
munist countries.

Mrs. Kevry. Thank you so much, Mr. Blackburn. T would like to
bring to your attention the fact that in the hearings to which Mr.
Culver referred earlier, the Committee on Foreign A flairs, this par-
ticular subcommittee, discussed the issues involved in the Fiat trans-
action. I was one of those who opposed that transaction.

At this point I would like to say if you wish to submit any additional
statement for the record, you may do so.

Mr. Frelinghuysen.

Mr. FreLinauysen. I have just a brief question, Madam Chair-
man.

You suggested that in our trade with Communist countries we
should try to concentrate on consumables on a cash basis only. Do you
differentiate between the countries with which we might be trading?
In other words, it is easy to argue against trade with the Soviet Union
because it is so big and it does have a warmaking potential that could
be a direct threat to us and presumably is being utilized in helping
North Vietnam. How about Eastern Europe? Should we differentiate
between individual countries and encourage trade with some and dis-
courage trade with others? How do you feel about this business of
trying to get a common allied position? Needless to sav. as Mr. Culver
has brought out repeatedly this mornin g, the Western European coun-
tries show none of the qualms that we have about trade. They are not
as concerned as we are about building up warmaking potential in-
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directly or directly. So our denial of opportunities creates additional
opportunities for them. Would youn like to comment on those two
points? S 2 .

Mr. Bracksurs. I would draw a distinction between various Com-
munist nations. I think to the extent, and here again I am getting into
a field that I think others are more expert on, I do feel that there are
some Communist regimes which perhaps are showing some inde-
pendence from the Soviet Union. To the extent that trade would tend
to break up the Communist establishment, I would be more favorably
inclined to them than I would some others, particularly the Soviet
Union itself.

I understand Rumania is showing some independence now. As T
understand there are some differences of opinion as to what extent
the domestic situation in Rumania is desirable or undesirable from
our standpoint. To the extent that their thinking is becoming more
independent along the lines of Yugoslavia, for example, I think it
should be encouraged. I think the economic strength of this Nation
is one of the valid weapons we can use in the cold war.

Mr. FreLineruysen. Do you think there is any possibility of get-
ting a common policy with other Western nations? In other words,
liberalizing our position rather than expecting other countries to
restrict their trade.

Mr. Bracksur~. One of the reasons I favor the sale of consum-
ables, and I will relate this to your question, is this: If we ean oet
some Communist countries dependent upon this country for the pur-
chase of wheat or something else on a continuing basis, to some extent,
it would make that country less likely to take hostile action against us
because they are dependent upon us for some of their supplies.

Mr. FRELINGHUYSEN. As a practical matter that is not really what
they want from us. They want the know-how and technology. All they
have to offer are consumables.

Mr. Buackpury. That is why I would not be anxious to see us sell
them highly sophisticated electronic equipment and things of this sort,
I think that the sale of a highly technical piece of equipment repre-
sents a great deal more to the Communists than it does to us as far as
our financial rewards are concerned. They can get a prototype. They
get a device and they can utilize, study, improve on, and use as a model
for their own technology. I do not know how we are going to be able
to persuade the other Western nations to go along with our thinking.

You ask, should we try to persuade them ? Yes, I think we should
try to persuade them. As a practical matter, T do not know what we
can do. We certainly do not control their dest inies, and Mr. de Gaulle
has shown that to be quite true in recent months.

Mr. Frerinernuysen. Thank you.

Mrs. Kerny. Mr. Culver.

Mr. Curver. Thank you, Madam Chairman, T also wish to compli-
ment and thank Congressman Blackburn for coming forward and
expressing his interest and for his contribution to the committee this
morning. I was interested in your statement about the trade in turn
strengthening war potential.

The inference was the likelihood that this would lead to war.

Mr. Brackrurs. No, I am not saying it is likely going to lead to war.

Mr. Curver. Increase its ability to make war.
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Mr. Brackeury. Certainly the Soviet Union is today benefiting
from supplying goods to North Vietnam to the extent that she can
invest $1 in North Vietnam, and it costs us $30 to combat it.

Mr. Curver. I wonder if we can fairly assume that the ability to
make war and the ability to aid and abet war necessarily increases the
probability that war will be undertaken.

Mr. Bracksurn. I think it is somewhat moot to argue about the
possibility of war. We are very actively engaged in a war right now
i Vietnam.

Mr. CoLver. I just mean as a hypothetical situation because T think
it goes to the heart of the question, whether or not the political benefits
to the United States are offset by the acknowledged economic value
to the nations we ave trading with. If we are going to make a tough-
minded judgment as to what constitutes U.S. self-interest, then the
question is whether this increase in the living standard of these coun-
tries is offset by the political values to us which some feel are likely
to ensue from such developments and thereby lessen the prospects and
the probability of military confrontation generally speaking.

Mr. Bracksury. I can see the basis for such an argument, and that
is, to the extent that we make happy Communists we will have less
belligerent Communists. You will recall T prefaced my remarks with
the statement that at this point in history I do not think we can view
it as a hypothetical question.

Mr. CuLver. Is North Vietnam at war and was North Korea at war
because they were “have” countries or “have-not” countries? Does not
North Korea desire power and control in the South because of certain
advantages economically and geographically that she sees in that area ?

Mr. Backsurn. I would be inclined to think that the foreign policy
is affected to some degree by the economic ambitions of countries, 1
think the Communists utilize the economic problems of these poor
nations and capitalize upon them to further their own political pur-
poses. I would not say that North Korea went to war with South Korea
just because South Korea had some rice fields or anything of that
sort. I think it was purely a political move. I think the Vietnamese
war is motivated 90-percent politically.

Mr. Curver. And 10 percent rice.

Mr. BLacksurn. They would certainly like to have the rice, too.

Mr. Cuver. I have one last question.

Mr. Bracksurn. If it were purely economies it would be more to
the benefit of any country, North Korea or North Vietnam not to
wage war. One of the most expensive forms of foreign policy is to
wage war. If they were really motivated by economie considerations.
they would not resort to war. They would open up the doors to trade
with South Vietnam and North Vietnam and South Korea and North
Korea. They are not motivated solely by economics.

Mr. Curver. The last question T have is this: Don’t you think that
the relative standoff hopefully that can be maintained with the Soviet
Union is brought about to a certain extent by the stake that great
power now has in the preservation of peace and the general standard
of living their people now enjoy ? Conversely, the risk of war with a
country such as China might be markedly increased, might it not,
becanse of the fact that there is not as much to lose in a military
conflagration ¢
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Mr. Bracksury. I would like to feel that is true, but recent develop-
ments do not indicate to me that it is true. The fact that the Soviet
Union is continually supplying goods to North Vietnam when I have
no doubt if she were to stop supplying North Vietnam with goods,
they would soon run out of ammunition for their guns and we would
be m a lot better shape over there ourselves. The fact that the Soviet
Union would defend very actively and in fact act as the advocate
for North Korea in the incident of the Pueblo. the fact that she con-
tinues to export agents to other parts of the world, she encourages
Castro to stir up trouble in Latin Ameri ‘a, I cannot look at these
events and say that the Communists have gotten soft on capitalism.

I think they are actively engaged in the cold war,

Mr. Curyver. Thank you.

Mr. Bracksury. I enjoyed being with you.

Mrs. Keruy. Mr. Whalley.

Mr. WaaLLey. Thank you, Madam Chairman.

I just want to compliment Mrs, Kelly and the European Subcom-
mittee for holding these hearings on East-West trade, certainly a
subject that is very important to all of us. I think it is fine that the
Members of Congress are presenting statements, and also that others
on the outside will have an opportunity to be heard. I do not have any
specific questions at this time, Mrs. Kelly. Thank you very much.

Mrs. Kerry. Thank you, Mr. Blackburn.

I want to thank the witnesses who have appeared this morning
for their fine presentations.

At this point, if there is no objection, we shall place in the record

a number of statements submitted by other Members of Congress,
There was no objection.
(The statements follow:)

STATEMENT oF Hox. LEONARD FARBSTEIN, A REPRESENTATIVE IN CONGRESS Frou
THE STATE OF NEW YORK

Madam Chairman, the steady expansion of the volume of trade between the
communist countries generally grouped under the heading of the “Tast” and the
rest of the world, conveniently identified as the “West”, must be ¢haracterized
as one of the striking economic phenomena of onr times. It is sufficient to point
out, by way of example, that between 1962 and 1966 exports from the industrial
West to East Burope inereased by some 60 percent, from 2.4 to 2.9 billion dollars,
Similarly, import trade increased by about the same margin,

The fact that this exchange of commercial trade has been growing at such
an active pace—in spite of the very real nnresolved international problems he-
tween the West and the East—seems to me to be a matter of incontestable politi-
el significance. We may be almost certain that this growth has not come ahont
as a result of any unusual skill in salesmanship employed by the commercial rep-
resentatives of the Western business community. Salesmanship does not count
for very much where the state-trading agencies of the East are involved. Thesa
agencies, as we know from past experience, are staffed with highly professional
procurement specialists, who are under orders to concentrate only on items in-
cluded in the official import plans, and to buy only from the most competitive
suppliers,

We are thus justified in concluding that {he products eurrently being imported
from the West are urgently needed by the conntries of the East. We may also be
gquite certain that these goods are needed for the purpose of raising the pro-
duetivity of their national economies.

For instance, we find that the emphasis is heavily concentrated on items of
industrial importance. Three categories of merchandise. for example, account for
two-thirds of all Western exports to the Fast during the year 1966. These are:
machinery and equipment ($1,239 million) ; metal and other manufactures ($76¢
million) ; and chemical produets ($467 million).
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The implications of the basic economic facts underlying the flow of East-West
trade are, therefore, quite clear. They are also worthy of our serious consideration.
We need to begin by considering the fact that the political leaders of the BEast
work under a variety of pressures, that they pursue a wide range of goals, not all
of which are in keeping with our own national interest. Neither can we ignore
the fact that the pressures for domestic economic improvement and relaxation
within the individual countries of the East are becoming steadily more
irresistible,

The Bast European countries would like, for example, to acquire the necessary
modern industrial processes and skills for the mass production of automobiles.
This has been clearly shown by the contract signed by Russia in May 1966 with
Fiat of Italy to design and build a plant equipped to produce 600,000 passenger
cars a year. We may be certain that there are other types of consumer durables
which the countries of BEast Europe would like to introduce into their economy
without having to repeat the costly research and development effort which coun-
tries like the United States had to expend to master their production. 1t is a
fair guess that the leaders of these countries know that there is no substitue for
Western technology, where some 759% of the world’s industrial research and pro-
duction is concentrated at present. We can assume, then, that the Bastern nations
are gradually discovering that they have an important stake in the stability and
continuity of their trade with the West. It would follow that it would be in their
long-term interest to maintain a climate of normal economic and political rela-
tions with the world-wide industrial community, on the reasonable assumption
that an atmosphere of reduced tensions would be far more conductive to a normal
exchange of commodities, patents, licenses, and know-how among countries. This
is the only route, it seems to me, by which the countries of Eastern Europe
could most directly and expeditiously increase the efficiency of their production
system and, as a consequence, raise the standard of living of their citizens.

In periodically re-examining our policy with respect to East-West trade we need
to address ourselves to one fundamental question, namely is there an oppor-
tunity for us in this area of legislation to make a positive contribution toward
relaxing tensions between the East and West. We need not believe, of course,
that in these troubled times external trade is powerful enough an instrument to
eliminate the whole complex of political differences that have existed between
the East and the West over the past two stormy decades. But, we are justified,
1 believe, in moving in the direction of reducing some of the more onerous restric-
tions on the ability of the East to bring their commodities into our markets.

There are many categories of industrial production in which the United States
has unique capabilities, over and above those developed so far in West Europe.
There is no doubt that the East European countries are aware of these oppor-
tunities and would under more normal conditions be interested in acquiring
advanced productive equipment and industrial processes that are unique to this
country for incorporation in their own economies. By the same token it would be
in our own interest to encourage the nations of East Europe to develop a stake
in the maintenance of normal political as well as economic relations with this
conntry.

At present, there is obviously a serious lack of mutual confidence between the
United States and the East. There is an equally obvious disinelination on both
sides to raise existing levels of tension or to resort to a military resolution to
our differences. Given these clearly discernible conditions, it would seem to me
that expanding the flow of trade could serve as a useful means of relaxing inter-
national tension.

STATEMENT oF HoN. E. Ross ApAIR, A REPRESENTATIVE IN CONGRESS FROM THE
STATE OF INDIANA

Madam Chairman: It gives me a great deal of pleasure to present my views
on the subject of Bast West trade. It has long been my feeling that this topic
needs a thorough airing in view of the conflict in Vietnam and the seemingly
contradietory policies of the present administration in this regard.

My position on this matter first of all should be made clear. I oppose any expan-
sion of such trade at this time. Any expansion of trade now is just not sensible
when these same people are supporting and supplying our foes in North Vietnam.

I am aware that several arguments are usually offered to bolster the idea that
an expansion of East West trade would be a helpful thing. One of these is that it
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would somehow improve our relations with these countries. However, this propo-
sition is not provable. We have only to look at history, One of our greatest trading
pariners has always been Germany and we have fought two World Wars with
her.

Another argument that is sometimes advanced is that if we do not sell these
produets to the Communist nations, other countries in the Free World will, This
is only true to a limited extent. Many techniques and products are uniquely our
own and are not available from other nations.

A third and perhaps a very persuasive argunment used by the proponents of
this proposition is that this trade will help our world trade position and malke
profits for our businessmen. But is this true? We have been through several eycles
of expanded trade with the Soviet Union. One of these was immediately after we
extended diplomatic recognition to her in 1933 and the other during World War
IL. In both cases great hopes were built up by our businessmen, only to find that
the Soviets wanted long term credits and were really not ready to purchase much
from us. They still want long term eredits. They are short of convertible cnr-
rency and are not likely to pay in cash for anything they buy, The West Germans
have found this out, and they have gone all out in this field. Onr private enterprise
businessmen will have great difficulty with a barter econoemy.

Aside from the considerations I have just mentioned, it is my feeling that we
shouid not export our technology to a nation which will pirate that technieal
knowledge to our detriment. The Soviet Economy seems now to be on a plateau,
strained by poor farm performance, the need of new capital investment, the sup-
port of North Vietnam and Cuba, and in my view we should not assist her in
linding a way out of her problems.

STATEMENT OF HoN. W. M. ABBITT, A REPRESENTATIVE IN Coneress FROM THE
STATE OF VIRGINIA

Madam Chairman and Members of the Subcommittee, I appreciate the oppor-
tunity to make representations with reference to my bill, H. Res. 847, regarding
the problem of East-West trade.

I am indeed pleased that your Subcommittee has afforded this opportunity
to air the basic issues in Bast-West trade and to study the impact of such trade
on the United States and, in turn, on the conflict in Vietnam, which is, of course,
of interest to all of us.

With so much of our national energy today being expended on the conflict in
Vietnam, it naturally follows that our people are raising pertinent questions
with reference to nations supplying aid to North Vietnam. As an individual and
as a Member of Congress, I find it extremely difficult to explain how we can in
good conscience look the other way when some of our so-called friends in the
international community continue to trade with North Vietnam when that nation
is today disrupting the peace of the world. It is incredible that some Free World
goods continue to reach North Vietnam under auspices which are highly ques-
tionable and that our Government persists in its position that nothing can be
done about it. By the same token, we need to study the whole question of trade
with the Communist bloe inasmuch as it appears that less and less attention is
being given to the dangers of supplying items which are the result of our
advanced technology.

For years we have been told that the Free World and the Communist bloc are
engaged in a cold war struggle, that the purpose of the Communist nations is to
eventually overcome and destroy those who disagree with them and that the real
danger to world peace lies in Moscow and Peking. Yet we have seen in recent
years a constant veering away from this philosophy to the point where it now
seems to make little difference as to who trades with the Commnnist bloe and
what goods are supplied. This is more than a matter of dollars and cents or free
trade: it is a matter of self-perpetuation. The question of trade with the Com-
munist nations is, of course, a big one and one that must be subject to many
variables. However, the question of trading with North Vietnam is, it seems to
me, a much more precise issue. North Vietnam is engaged in a war. More than
15.000 American boys have died on the battlefield, and thousands of South Viet-
namese have been killed in a conflict which has been going on for years. Al-
though there are other smaller disturbances of the peace in varions parts of the
world, this is a clear-cut battleground. The issue is clearly drawn, and yet this
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Nation continues to hide its eyes to the fact that massive trade is going on
between North Vietnam and nations in the Free World. In addition, large scale
trading is carried on with Communist China, which, in turn, supplies North
Vietnam.

Of course, we cannot control the trade of other nations and would not attempt
to do so. However, it is not incumbent upon this Country to look the other way
at trade which obviously exists and, at the same time, to supplement and aug-
ment the economy of the nations which are doing the trading.

In my opinion, a full scale study needs to be made of the whole problem of
East-West trade, where we are heading, and what will be the eventual results of
a continnation of the present policy. We should not be traversing blind alleys, and
if we are, now is the time to take stock of the situation and then follow with
remedial action.

STATEMENT BY HON, WALTER S, BARING, A REPRESENTATIVE IN CONGRESS FROM THE
STATE OF NEVADA

Madam Chairman, I thank you for the opportunity to speak on East-West
trade.

How can we conscientiously think of engaging in a trade with Communist
countries who are making an all-out effort to kill our servicemen in Vietnam
and Korea,

On one hand we tell the American people that a major portion of their hard-
earned tax dollar is being spent to stop Communist aggression . . . that their sons
and husbands are gallantly giving their lives to stop Communist aggression.

On the other hand. we tell the American people that the East-West trade pro-
posal is a good one . . . it will help ease the cold war . .. smooth relations between
our conntry and Russia and its satellites,

I ask you ... does the Administration, yes, even Congress, think the American
people are a bunch of dummies? That they can’t read?

Last September. the nation's newspapers and television and radio airwaves
carried the news that Russia had increased its military aid to the Hanoi govern-
ment. And what kind of an answer did the Administration give the American
people to this bit of news? They said it was “regrettable.”

At this very moment, American men are being killed and wounded in Vietnam
by. Soviet bullets and explosives fired from weapons delivered to Vietnam by
Soviet ships.

Yet the only answer the Administration could give last September to the news
that Russia was increasing its military aid to North Vietnam was “regrettable.”

A number of our economists and business leaders say that trade with Com-
munist countries is an economic problem. They believe we must consider the
need of 1.8, business to compete in a world market. I am all for U.8. husiness
competing in a world market. But not with countries that have but one goal
in mind . . . our dewnfall. And, most of all, not at the expense of our young Ameri-
can imen.

Any trade with Communist countries is not an economic problem. It is our
foreign policy problem. We have spent well over a half-trillion dollars in our
struggle against Communist takeover.

Yet we have the Administration asking us to grant extensive trade privileges
with Communist countries that are supplying 90 percent of military and eco-
nomic aid to North Vietnam.

A tremendous barrage of propaganda has been unleashed in behalf of East-
West trade, much of it from sales-minded businessmen prodded and gnided by
State and Commerce Department officials, The theory of this propaganda bar-
rage is that U.S. businessmen would sell large amounts of goods, as would other
free-world countries, thus making capitalists out of the Communists.

But an article in the U.S. News and World Report of March 27, 1967, shoots
this theory down. Quoting European businessmen and government experts who
are actually doing business with the Communists, the article states in part :

“Trade between Eastern Europe and the West will indeed continue to grow—
perhaps by as much as 10 percent a year. But today Russia and its European
satellites buy only 4 billion dollars’ worth of goods a year from the entire non-
Communist world. . . .

“The main trouble i= that Russia and its friends have very little to sell to the
West. Eastern Europe has little chance of earning the foreign exchange it needs
to pay for imports,




“But European traders emphasize that Red lands buy only what their national
plans call for...."”

It's that last sentence that is most damaging to any proposed East-West trade.
That Communist countries buy only what their national plans eall for ... and
right now it is to aid Hanoi and help bring about financial disaster to the United
States, thus setting up and easy conquest of our country without even going
to war.

Mrs, Kelly, yon say the objective of your undertaking is to determine what
changes have taken place during the past year in the structure of East-West
trade and how these changes affect U.8. foreign policy objectives in Europe,
Vietnam and other areas. My answer to that is, there has been no change in the
Communist plan other than to continue to work “deals” with our conntry for
items that they can use against the United States,

The soundness of our dollar and balance of payments does not hinge on any
future trades with the Communist bloe. The soundness of our dollar and bhalance
of payments ean best be attained by the ending of our give-away foreign aid
programs and demanding that those countries owing us money start paying off
their debt.

As Senator Everett Dirksen of Illinois so ably put it “Is trade so sweet and
profits o desirable as to be purchased at the price we now pay in death and
agony*”

Thank you.

STATEMENT oF HoN. WiLriam G. Bray, A REPRESENTATIVE IN CONGRESS Froum
THE STATE OF INDIANA

Madam Chairman and Members of the Subcommittee, I am grateful for the
opportunity to express my views on the erncial and unresolved question of Iast-
West trade.

The facts of the matter, as I see them, are few but to the point :

Expansion of trade with the Communist bloc—the “East” in “BEast-West,”
as “West"” refers to the United States—is a major part of the Administration’s
foreign policy :

This same Communist bloe is giving strong support, both moral and material,
to the North Viemamese, enabling them to carry on their ageression against
South Vietnam and increase the U.S. easualty count, which is now over one
hundred thousand killed, wounded and missing ;

This same Communist bloe has never made any secret of its ultimate aims, as
far as trade with the United States is concerned. One Soviet authority on foreign
trade has stated that *. . . due to the basic antagonism between communism
and capitalism, trade between the East and West will always be influenced, if
not dominated, by political considerations and motivations. The U.8.8.R.’s for-
eign trade policy is an integral part of its foreign policy ...”

Another Soviet authority has said that “Socialist states consider it desirable
to develop and improve economic relations with capitalist states as long us these
still do erist.” (emphasis supplied)

{Both of these guotations are found in Washington Report of the American
Security Council, WR-67-11, dated March 13, 1967.)

The entire guestion is becoming more and more controversial ; at times it has
seemed rational discussion is impossible, U.S. Ambassador W. Averell Harriman
stated on NBC-TV, on November 23, 1966, that opponents of expanded trade are
“higoted. pigheaded people, who don’t know what's going on in the world that
have prevented us from helping our balance of payments, . . 7

[istimates of what the Communist bloe supplies North Vietnam range from
eighty to ninety per cent of what North Vietnam needs to carry on the war.
I cannot help but wonder if Ambassador Harriman would apply his statement to
the pilot of an Air Force or Navy plane, whose craft has just been hit over North
Vietnam, thanks to radar and anti-aireraft equipment supplied by Russia or
IPoland?

Whether this is an age of “total war” or not—meaning, in effect, that no coun-
try. no individnal, no commeodity can possibly be neutral—is not a question to be
settled here. But our country cannot afford the indecision and confusion that
presently accompanies this part of our foreign policy.

I receive a considerable amount of mail on this matter and all of it is opposed
to any inereased trade; most of it calls for using trade as a weapon in the Cold
War. A poll I took of my Sixth Indiana District constituents this year showed
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eighty-three percent flatly and firmly against any expanded East-West trade. A
typical comment was this: “We cannot fight the Communists in Vietnam and
trade with them elsewhere. It just doesn’t make sense.”

It doesn’t make sense to me, either.

STATEMENT oF HonN. Joun H. BUCHANAN, JB., A REPRESENTATIVE IN CONGRESS
FrROM THE STATE OF ALABAMA

Madam Chairman and members of the Committee, it is at the present time
impossible to consider the subject of Bast-West trade objectively and with a long-
range view, as the current conflict raging in Vietnam is a major factor dominat-
ing the whole pattern of U.S. foreign relations, and requiring the evaluation of
our international trade policy in light of the effect it will have upon any pro-
longation of the North Vietnamese and Viet Cong aggression.

To give serious consideration at this time to any major expansion of East-
West trade would of necessity involve consideration of increasing the produetion
potential of the Soviet Union and the Soviet Satellites for the supplies and weap-
ons which are flowing into North Vietnam, It is also doubtful that any agreement
for expansion of East-West trade could be foreseen which would result in a
dollar balance favorable to the United States.

The Communist countries are at present pursuing a determined effort to build
up their reserves of hard currencies. Their own currencies are essentiall ¥ a form
of domestic script, which is not acceptable in foreign trade. For that reason, it is
to their interest to export to the West, and there are, therefore, no realistic
expectations that our exports could be expanded in that direction, in excess of
imports, as a means of improving our balance in international payments.

The flow of trade, viewed from the side of the West, in the period 1962-6G6 has
been as follows (in millions of U.S. dollars) :

Exports from the West Imports into the West Balance (- or —)

—53
~235
+162
—393
—195

—754

YUnfavorable balance for above 5 years,

The commodity structure of East-West trade has remained unchanged in re-
cent years. On the side of the Fast, the main interest in regard to imports remains
concentrated on the category of “machinery and equipment”, which is the category
that is generally accepted as being a strategic factor in the development of
industrial power. By 1066, the West supplied the East with more than one
billion dellars worth of machinery and equipment, most of it embodying the
most advanced technology in the field.

As a member of the Special Study Mission of the Committee on Foreign
Affairs which visited the Soviet Union last year, I participated with the other
members of the mission in discussing trade expansion at length with officials
of the Soviet Ministry of Foreign Trade. Soviet aunthorities professed interest in
the purchase of certain types of American industrial technology, but also stressed
long-term credits, and working out various licensing arrangements. The con-
census of opinion as a result of our discussions was that any acceleration of
United States-Soviet trade is most unlikely at the present time, from both the
Soviet and the U.8. viewpoints.

From our contacts with Soviet officials regarding Vietnam, it was concluded
it wonld seem unwise for the United States to expect the Soviet Union to play
4 decisive part in bringing the Vietnam conflict to an end, and that Soviet aid
to Hanoi can be expected to continue, even to increase.

In our consideration of trade expansion, we were aware that the United
Stafes does currently import platinum, palladium, chrome, manganese, and
several other minerals used in our industrial and space endeavors from the
Soviet U'nion, and that in the case of some of these minerals it might be difficult
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to find alternative sources of supply. However, there does not appear fo be any
urgent need to expand these imports, nor was our attention drawn to other critical
materials that could be obtained by the United States from the Soviet Union
by increasing the volume of trade between our two countries.

In any eurrent consideration of Bast-West trade, the cold hard fact stands out
towering above all other considerations—North Vietnam and the Viet Cong
could not continue the aggression, could not mount new offensives such as we
have seen in the last few weeks, such as are continuing now, if supplies were
not pouring into North Vietnam from the Soviet Union and the Soviet Satellites.

The following figures point np the sharp rise in trade of the Communist coun-
tries with North Vietnam from 1964 to 1966 alone:

TRADE OF THE COMMUNIST COUNTRIES WITH NORTH VIETNAM

[1n millions of dollars]

Exports to North Vietnam Imports from North Vietnam
1964 1965 1964 1965 1966
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Source: Unpublished data of the Department of Commerce.

These figures gain significance when it is noted that in 1964 Exports and Im-
ports remained close to dollar balance, but with the acceleration of the Vietnam
aggression in 65 and 66, exports reached an approximate 3 to 1 ratio.

As an example of Soviet military supplies to North Vietnam, in a letter released
in March of 1966 by Soviet leaders, the following items were listed :

1. In 1965 alone the U.S.8.R. placed at the disposal of North Vietnam weapons
and other war materials of a total value of 500 million rubles ($550 million).

2. The weapons in question included: surface-to-air missiles, antiaircraft
artillery, air planes, tanks, coastal guns, warships, and other items,

3. The Soviet Government also provided Hanoi with courses of fraining for
pilots, missile technicians, tank drivers, artillerymen, ete.

In addition reports have been received of many other items exported by Soviet
Russia and the Soviet Satellites to aid in the North Vietnamese war effort. These
include petroleum products, industrial machinery, power-generating equipment
and road-bunilding machines. And the list could go on.

If the United States is determined to win the war in Vietnam, and bring the
communists to the peace table to negotiate, we must make every effort to close
the avenues of supply which are reaching the enemy, and expansion of East-West
trade at this time would not further that objective.

We are all aware of the dangerous threat of communism in the world. We see
the Soviet Union move with planned deliberation in every area where it is possible
to stir up and foment trouble that will drain the resources of the Western nations
of the free world, and of the United States in particular. We must meet the Soviet
threat at every point—both military and economic—and counter the Soviet moves
at every opportunity.

So long as the United States is confronted with Soviet indulgence in aggression
by proxy through the Soviet role in extending financial aid and material sup-
plies—military and non-military—to our enemy, there can be no logical considera-
tion of East-West trade expansion.
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STATEMENT oF HoN. JEFFERY COHELAN, A REPEESENTATIVE IN (ONGRESS FROAM
THE STATE OF CALIFORNIA

Madam Chairman, I commend your committee for giving its attention to the
important problem of East-West relations, and I thank you for this opportunity
to present to you some of my own views on this important problem.

In April 1967 I was asked to address the American Assembly, held at Arden
House, Harriman, New York, on this subject. About 60 men and women, repre-
sentative of broadly diverse interests and experience, were delegates to this
Assembly. The results of their deliberations were published as the Report of
the Thirty-first American Assembly, “The United States and Eastern Europe,”

With your permission, Madam Chairman, I would like to present to the Con-
mittee a copy of my remarks and of the Assembly report.' I hope you will find
them helpful.

Mrs. Kerey. Without objection, we will place your address in the
record at this point, and include the report of the American Assembly
in the appendix to the hearing.

There was no objection.

BuiLpiNe BrRIDGES BETWEEN THE UNITED STATES AND THE COUNTRIES OF EASTERN
EurorE

REMARKS OF CONGRESSMAN JEFFERY COHELAN AT THE ARDEN HOUSE CONXFERENCE ON
UNITED STATES-EASTERN EUROPEAN RELATIONS, APRIL 27, 1967

The central and compelling reality in the United States’ relations with Kastern
Europe today is that we have moved from a period of hostile confrontation to
one of peaceful competition. The Communist world is no longer totally immune
to economic and political winds of changes. The rebirth of nationalism and ex-
pansion of contacts with the Western world have set loose forces in Communist
countries that have radically changed the nature of the Communist world from
what it was in the aftermath of World War I1.

When Joseph Stalin rang down the iron curtain in the late 1940's, the Com-
munist world under the USSR was a hostile, aggressive empire. Our allies joined
with us in those days in denying virtually all industrial equipment and material
to the Communist world, They still cooperate with us today in embargoing trade
in strategic goods that could strengthen the military potential of the Communist
nations,

But many of them have relaxed restrictions on other exports to the countries
of Eastern Europe. At the same time, the United States, thongh permitting some
trade with these same countries, still has many vestiges of our earlier cold war
arsenal of trading weapons,

The question which arises today, then, is whether the controls and restric-
tions we maintain in isolation from our allies continue to serve our national
interest. The question is whether the changes that have occurred in Fastern
Europe warrant changes in our own policies and practices,

In my judgment, they do. In my jndgment, it would be in our best national
interest to modify our policy in order to reinforce and extend the process of
change, This attitude, though, is not shared by a sizeable, and a voeal, section
of the Congress . ., . .

Let me step back for just a minute to put our present choice in a fuller
perspective,

In the late 1940's and early 195(Vs, the Communist world presented an image
of a giant, powerful, totalitarian bloe of countries subscribing to a single cen-
tralized brand of communism and aggressively threatening the rest of the world.
While we have traditionally regarded trade as a normal element of relations be-
tween countries, we did impose security controls in 1948 as a response to Soviet
expansion in BEastern and Central Europe. With our allies we organized a series
of defensive alliances to contain this aggressive force, and we repulsed it in
Greece, in Berlin, and in Korea.

Today there is no longer a single Communist nonolith. The Communist world
is split down the middle, On one side is Communist China, fanatical in its hostil-
ity to the United States and wedded to the doetrine of inevitable conflict between

! The Report of the Assembly appenrs in the Appendix to the hearing.
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the Communist and Capitalist worlds, On the other side is the Soviet Union,
accused of revisionismn because it faced up to the awesome consequences of di-
rect military confrontation in an age of nuclear weapons and mass destruction.
It is, apparently, moving slowly and cautiously toward inereased peaceful rela-
tions with the West.

The split between the Soviet Union and Communist China, combined with the
gradual loosening of direct Soviet domination after Stalin’s death, have had
important consequences for the countries of Eastern Europe. The Soviet leaders
after Stalin, although obviously anthoritarian, have for the last ten years tried
to make more use of persuasion and economie incentive in their relations with
other Communist countries. The small nations of Eastern Europe, which in
Stalin’s day were mere satellites of the Soviet Union, are today inecreasingly
able to adopt internal and external policies appropriate to their own national
interests as they see them. Among other things, they have expanded trade and
cultural relations with Western Europe, with Japan and with other industrial-
ized countries.

Yugoslavia's resistance to Soviet domination, even before Stalin's death, was
the first major crack in the Communist monolith. And it is important to note
that %695 million in military aid and approximately £1.8 billion in economie
assistance* from the United States since 1948 have been important factors in
enabling Yugoslavia to maintain a measure of independence from Russia.

Poland was the first Warsaw Pact country to reduce Soviet domination over
its internal affairs. Romania has been pursning independent initiatives in the
area of foreign policy and has resisted what is regarded as Soviet efforts to
curtail its industrial development.

The ferment of change and economic reform are also at work in other Eastern
European countries. Rapid industrialization has put several of them in a better
position to expand relations with the West. They are still Communists, of
course, but they are neither ruled from Moscow nor are they excommunicated
when they follow independent lines,

The Stalinist, messianic view of Communist expansion has gradually given
way to economic and national demands. Pride in having the largest space ve-
hicles or tallest smokestacks is no longer enough to satisfy the aspirations of
many Eastern Europeans.

While generally, but not inevitably, siding with the Soviet Union on inter-
national issues, these East Europeans now are able to take advantage of the
present situation to assert inereased autonomy for themselves in their domestic
policies, Although the future pattern of these developments is not wholly clear,
it seems probable that individual national aspirations and motivations will
receive greater emphasis at the expense of rigid doctrinal formulas. There are
increasing indications that HEastern European countries do not automatically
toe the Soviet line. Moreover, this line can no longer be put out for instant
compliance.

In brief, developments within these natiens, and between them and the Soviet
Union, have created conditions, a climate, in which expanded trade, eultural
exchanges and diplomatic initiatives are possible. Splendid opportunities for
peaceful engagement are at hand . . . .

The Western European countries have been qguicker to grasp these eppoy-
tunities, to understand the winds of change, than has the United States. As the
military and political confrontation between East and West eased, these countries
moved steadily to ease the restrictions on trade with the East. The result was not
only increased trade between the Eastern and Western European countries, but a
growing disparity between the United States and its major industrial allies in
regard to attitndes toward trade, controls on trade and participation in trade.

For example, American exports to Bastern Europe, excluding the U.8.8.R.. in
1964 were $193 million, The comparable figure for Western Europe was $1.9
billion, nearly ten times as great. The same picture is seen with imports—8$78
million to the United States compared with $1.8 billion to Western Europe.

As John Campbell pointed out in a background paper written for this con-
ference, Western Europe’s trade with the States of Eastern Europe remains well
above that which it condnets with the Soviet Union. Furthermore, this Bastern-
Western European trade is growing as a result of closer mutual interests.

At the same time, well over one-half of the trade of each of the Rastern
European countries, with the exception of Albania, remains within the bloc. It is

*Includes §1,153 million through Food-for-Peace program.
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also well to note the further limit, or potential, that while 20 percent of Eastern
Europe’s trade is with Western Europe, the latter conducts less than 3 percent
of its total with the East. ..

In some areas the United States has moved commendably to modify its policies,
to take advantage of the changes going on in Eastern Europe. We provided
military and economic asistance to Yugoslavia after that country’s 1948 break
with Moscow. We extended credits and sold surplus farm commodities totaling
$51.8 million to Poland following her “revolution” of October 1956, We restored
most-favored-nation treatment to U.S. imports from Poland in 1960, We upgraded
the rank of our diplomatic missions to Romania and Hungary in 1966, and we
reduced restrictions on some 400 non-strategic items exported to Eastern Europe.

But our approach has been marred by certain basic contradictions, such as first
extending, then withdrawing and then extending again, most-favored-nation
status to Yugoslavia and Poland. Perhaps most important among these contra-
dictions, though, is the split between the Executive and a sizable block within the
Congress as to what our poliey should be.

On the one hand, the Executive branch of our government has attempted, in
at least a modest way, to encourage peaceful evolution in Eastern Europe, to
increase its westward orientation, and thus to reduce the military threat to
Western Hurope, The goal of these policies is the gradnal reconciliation of
Kurope, the relaxation of cold war tensions and the reduction of Soviet military
presence in the eastern part of the continent,

On the other hand, the President’s authority to continue on this course has
been sharply challenged and restricted by various Congressional actions—hby
provisions of the Battle Act, of the Export Control Act, of the Foreign Assistance
Act and by riders to appropriations bills and to such measures as the Food-for-
Peace program. The bitter debate in the House of Representatives late last year
over this latter program is a good cause in point.

The issue here, as drawn most sharply by Congressman Page Belcher's
recommittal motion, was whether countries which traded with Cnba or North
Vietnam, even in non-Battle Act or non-strategic goods, could participate in
the Food-for-Peace program. The immediate targets were India, which had a
minor, though greatly reduced, trade in ijnte with Cuba. and Yugoslavia, which
had sent medical supplies to North Vietnam.

Already written into law was a provision flatly prohibiting the sale of agri-
cultural commodities to countries that sell, furnish or permit their ships and
aireraft fo carry arms or strategic items to or from North Vietnam and Cuba.

Proponents of excluding Yugoslavia and India—such as Congressman Findley,
a Republiean from Illinois, Congressman Abbitt, a Democrat from Virginia, and
Congressman Dole, a Republican from Kansas—argued that it was time to stop
coddling our enemies and playing “footsic” with those that aid and abet them.

Opponents—including myself, Congressiman Bingham, a Democrat from New
York, Congressman Frelinghuysen, a Republican from New Jersey, and Con-
gressman Fraser, a Democrat from Minnesota—noted that restrictive safeguards
already existed and that this amendment wonld even preclude the United States,
which had shipped drugs to Castro’s Cuba.

Despite the faet that at least seven of our NATO allies had engaged in more
substantial trade with North Vietnam in 1966 than had Yugoslavia, the latter
was excluded from participation in the Food-for-Peace program, as it was finally
amended by Congress. The key vote, on Mr. Belcher's recommittal meotion, of
306 to 61, with 66 absent, defies labeling it as a Republican vs. Demoerat, or
Conservative vs. Liberal clash. The 306 majority, however, was made up mainly
of Republicans and Southern Democrats, while the 61 in the minority were almost
solely Democrats from the Northern, Eastern and Western States oty o

If one attaches importance to the ties that have existed between the United
States and Yugoslavia since 1948, if one gives weight to the fact that Yugoslavia
depended on the United States as a souree of such commodities, and if one values
the expanding opportunities for increased trade and cultural relations with the
other countries of Eastern Hurope, then the Congressional action was short-
sighted and its timing most unfortunate.,

The important point T want to make and stress, though, is that this action,
quite contrary to the flexible policy requested by the Administration, reflected
substantially held attitudes and opinions within the House of Representatives,

Pending before the Congress again this year is the President’s request to
extend non-diseriminatory tariff treatment to the countries of Bastern Europe in
return for equivalent benefits to us.




41

At the present time, imports from Eastern European countries—other than
Yugoslavia and Poland—are subject to the prohibitively high tariffs that were
in force in 1930. Removal of this diseriminatory feature in our trade relations
with Eastern Europe would enable these countries to earn dollars to buy Ameri-
can goods, It would facilitate the two-way flow of trade that is characteristic
of more normal international relations and would also be a significant political
gesture.

The reciprocal benefits we wonld geek through bilateral commercial agreements
would, of course, vary from country to country. In addition to dirvect trade bene-
fits, they might include provisions for the settlement of commereial disputes;
the facilitation of travel by American businessmen; the protection of United
States copyrights, technology, and other industrial property rights: and assur-
ances to prevent trade practices injurions fo United States labor and industry.
At the same time, the ability to expand trade relations would facilitate ounr
efforts to obtain settlement of financial claims and more satisfactory arrange-
ments in cultural and information programs.

The Congressional battle lines are again clearly drawn, as they are also on
the Fiat agreement with the Soviet Union.

Congressional critics argue that peaceful relations with Eastern Europe add
strength to the Communist governments of that area. They argue that selling
them goods and services of any kind will help them solve their internal prob-
lems ; that it will make it easier for them to use their limited resources to build
up their military power; and that, in the final analysis, there is no possibility
of any lasting settlement or peace in Europe as long as the Communist regimes
remain. With great passion they ask, why should we increase trade and cultural
contacts with the Communists when they are aiding our opponents in Vietnam?
Let me note that in political terms this is a sticky question.

Congressional supporters, on the other hand, point out that trade provides us
with an instrument to encourage the movement toward greater national inde-
pendence in Eastern Europe. By refusing to trade we put ourselves in a posture
of hostility that could be at odds with these developments. Our refusal to trade
cannot importantly limit Soviet or satellite military power, but our willingness
to trade would be concrete evidence of our belief in constructive and peaceful
relations.

I do pot think we shonld allow ourselves to be deluded into thinking that
calm and rational debate will result on this subject. The currents of old hostili-
ties run deep and strong, They are compounded by the conflict in Vietnam, which
infects everything it touches.

As Senate Majority Leader Mike Mansfield stated so correctly earlier this
year:

“It will test our wisdom to be able to act with reason and equanimity in spite
of the fact that the world is moving on, largely indifferent to the conflict in
Vietnam, and, in some instances, even hostile to it.”

And the Senator continued with this most important observation:

“The failure of our efforts for peace in Southeast Asia does not give us leave
to turn off our intelligence and to turn back on the possibility of advancing peace
elsewhere. Indeed, the more the arrows in Vietnam, the more the urgency of the
olive branch whenever it can be extended. The antidote to the spread of war
remains the spread of peace.”

The amount of any expanded trade we might engage in with Eastern Europe
would not be large. It would certainly not cause either the demise or the survival
of any Communist government operating there. Neither will our restrictions deny
them the commodities and technology they need.

United States trade with the countries of Eastern Europe presently amounts to
about one percent of our total trade, Removing the existing barriers would, of
course, serve to inerease it for there is every indication that the Eastern Euro-
peans are interested in purchasing more from the United States—principally
machinery, equipment, complete plants and technical data.

But a basic limitation is that the market in the United States for Eastern
European exports is small. The foodstuffs, fabrics, timber, coal, machinery and
metal products they have to offer are in small demand here. In turn, Eastern
Europe does not have the foreign exchange, the capacity to develop it nor the
effective demand for American products, to become a major market for our
exports,

The amount of trade, though, is relatively unimportant. What i{s important
is the politics of offering trade or withhelding it.
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Our present policy of trade restraint denies to American farmers and mannu-
facturers the opportunity to compete for markets in Eastern Europe, It restricts
our presence and isolates our contacts.

Senator Clark, of Pennsylvania, noted after his trip to Burope last year that -

“It is illogical to talk about normalizing relations with the Soviet Union and
the Eastern Buropean countries while one aspect of our relations, and it is a
crucial one, remains frozen, Trade is, after all, an important medium of commu-
nication between countries, It brings in its wake an exchange not only of infor-
mation but of people as well. It forces countries to inject an element of reason
into their economies.”

Trade, after all, is a tactical tool to be used with other policy instruments for
pursuing other national objectives. It cannot, by itself, settle the major outstand-
ing issues between ourselves and the Communist conntries of Eastern Europe.
But, over time, expanded trade relations can help us to jnfluence attitudes and
directions in ways that could contribute to our national interests,

As the President’s Special Committee on 1.8 Trade Relations pointed out in
April of 1965,

“Properly conceived and wisely administered, a growing trade with East Euro-
pean nations and the Soviet Union could become a significant and useful device
in the pursuit of our national security and welfare and of world peace.”

The important point, and the one on which I part company with what may
even be a majority of my colleagues in the Honse of Representative, is that we
must not be trapped and frozen by dogma. We cannot afford, for our own welfare
and security, to look at the Communist world as an undifferentiated or monolithic
nunit,

We must keep our powder dry and deny to the Communist world any trade
or exchange that would strengthen its military capabilities. But at the same
time we must take cognizance of the changes that have gone on and are going
on today in Eastern Europe. We must learn to recognize the differences, as well
as the similarities, between these countries, And we must be prepared to nse
all of the tools at our command—trade, cultural exchange and diplomatic initia-
tives—to effect the economic, social, military and political changes that will
be in our own national interest.

This is the challenge that the changes 1n Eastern Europe presents to us today.
I hope we will move aggressively to accept that challenge and further that
change. . .

I would like to turn for just a minute, in closing, to the immense and bafiling
problem of German reunification. Ever since Iy first inspection trip to Germany
in 1959, as a member of the House Armed Services Committee, T have felt a parti-
cularly deep and personal concern for the fate and future of this divided nation.

One of the many tragedies of the war in Vietnam is that it has diverted
attention from this fundamental obstacle dividing East and West, from this
divisive factor preventing normal relations in muech of Central Europe. The
absence of erisis there today in no way diminishes our pressing need to find a
solution. Another Berlin erisis could be ignited tomorrow, or next week, if
Moscow planners should decide it was in their strategic interest, and this spark
could set off the holocaust that wonld dest roy civilization as we know it,

It is my personal belief that the present partition can be ended only if the
American-Soviet confrontation in Europe can be transformed into cooperation,
The often-heard generalities, such as “we must work for the unification of Ger-
many,” have not and will not bring us much closer to that zoal.

The practical step which can be taken now is to use trade as a political
lever—to extend economic cooperation and cultural exchange wherever and
whenever it can be used to increase independence within the bloe and to create
closer ties with the West.

If normal relations can be re-established with Eastern Europe, then the exis-
tence of East Germany, as Josef Korbel has suggested in his review of Zbigniew
Srzezinski's book, “Alternative to Partition.” becomes an “anachronism” and
perhaps even an embarrassment to Moscow.

More than trade, of course, will be needed to achieve this end. Territorial
claims, and particularly the Oder-Neisse boundary, must be settled. In the Process
West Germany's close ties with the West must not be jeopardized.

But a start ean be made. The opportunities for trade and exchange and healthy
relations can be pushed at every level. It is none too early to make such a new
effort. . . .
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We stand foday at something of a crossroads in our approach to the Com-
munist world. We ecan, if we choose, ignore the encouraging developments of
the last several years. We can act as thongh they didn’t exist. We ean earry on our
differences against individual Communist powers as if they were still part of
the grim monolith of Stalin’s day.

But if we do, we disregard perhaps one of the brightest chances we have
yet seen to pull back from the brink of nuclear war. We ignore the practical
possibilities of a settlement of the German problem. We neglect a real possibility
to build a more stable Europe that can contribute to a more stable world.

These possibilities, in my judgment, are simply too great to pass by.

STATEMENT BY HoxN, Hagorp R. CoLuier, A REPRESENTATIVE 1N CONGRESS Frowm
THE STATE OF ILLINOIS

Madam Chairman, I appreciate this opportunity to present my views on the
sibject of East-West trade,

Because of my interest in this subject, I have introduced House Resolution
S48, which provides for ereating a Select Committee to study the impact of East
West trade and assistance to nations which support aggression, directly or in-
directly. Pending the establishment of such a committee, T welcome the cnr-
rent hearings by the Committee on Foreign Affairs.

We who are members of Congress frequently are asked, “Why does a first-
rate power such as the United States find it so difficult to defeat a fifth-rate
power such as North Vietnam?" In reality, the propesition is not that simple.

We are fighting much more than a fifth-rate power, as North Vietnam is get-
ting substantial help from both Communist China and Comnnunist Russia. Al-
though Red China may have its hands full with domestic troubles. the Soviet
Union and its satellites are providing most of the weapons, smmunition, plines,
ships, trucks, missiles, antiaireraft batteries, radar defense systems, computers,
gasoline, oil, and other items that are being used againt America’s fighting men.

Besides supplying our enemies with the most modern weapons, the Soviet
U'nion provides technicians who teach them how to use them. Its skilled per-
sonnel trains fighter pilots and missile crews, Communist Russian will spend a
billion dollars this year to aid our adversaries. Its colonies in Eastern Europe
will contribute their share, too.

According to the Moscow newspaper, [zvestiyae, tens of thousands of tons of
technical equipment and food are shipped to North Vietnam each month from
Soviet ports on the Black Sea and in the Far East. Among the items carried by
Russian vessels, which operate on regular schedules, are automobiles, tractors,
oil, mineral fertilizers, rolled ferrous metal, eables, paper. medical equipment,
canned goods, and flour. Portable power plants that have been shipped from
Russia to North Vietnam ean be used to replace major generating stations that
have been put out of commission by Ameriean bombs.

On November 15, 1966, Leonid I. Brezhnev, General Secretary of the Com-
munist Party Politburo, while speaking over the domestic radio in the capital
of Bulgaria, said, “The all-around aid rendered by the Soviet Union and other
socialist countries to fighting Vietnam is of concrete effective nature, and let
everyone know that it will continue. . . . The Bulgarian People’s Republie, just
as other socialist states, is rendering the people of Vietnam fraternal aid in their
struggle against the imperialist aggressor.”

Shortly thereafter, on December 1, 1966, Andrey P. Kirilenko, & member of
the Polituburo, spoke over the Moscow radio, making it ¢lear that “The Soviet
Union . . . will continue to render ever-growing, all-around assistance to the
people of Vietnam in their courageous strnggle agaiust . 8. aggression.”

On the same day, Todor Zhivkov, Bulgaria's Premier and First Secretary of
its Communist Party, declared over the Sofia radio that “The Bulgarian govern-
ment . . . will continue to extend moral-political support and material aid to
the Vietnamese people to bolster their economic and defense capability.”

Only the day before, Hungarian Premier Gyulla Kallai said, over Budapest’s
domestic radio. “The American administration knows very well . . . that
it will be unable to normalize relations with the European socialist couniries as
it is eonducting aggression against a socialist country in Southeast Asia,”

Two days following the remarks of Kirilenko and Zhivkov, Janos Kadar.
leader of Hungary's Communist Party, speaking over the Budapest domestic
radio, said, “We are fighting against T.8. aggression in Vietnam and will Zo
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on helping our Vietnamese brothers until their cause is crowned by ultimate
victory.”

Czechoslovakia joined the chorus on the day after Kadar's speech. The Prague
radio stated that “The entire socialist world has joined forces to provide North
Vietnam with all conceivable assistance—economie, financial, and technical, as
well as political, including the Soviet offer to allow volunteers from Czechoslo-
vakia, the Soviet Union, and other socialist countries to go to Vietnam.”

Several dozen American planes have been brought down over North Vietnam
by Czeéch radar and antiaireraft guns. North Vietnam has obfained machine
tools, road-building equipment, rails, coal, and fertilizers from Russia. electronic
products from East Germany, trucks and other vehicles and oil from Romania,
electric tricks, steam boilers, cables, insulators, and hydraulic pumps from
Bulgaria, and medical supplies from Yugoslavia.

In spite of all the evidence that the Soviet Empire and its colonies are pro-
viding North Vietnam with the materials of war that are being used to kill
American men, President Johnson told Congress in last year's State of the
Union address, “We are determined that the Export-Import Bank can allow
commerecial credits to Poland, Hungary, Bulgaria, and Czechoslovakia, as well
d4s to Romania and Yugoslavia.”

All of these nations are satellites of the Soviet Union. The chief execntive
also said, “I ask and urge the Congress to help our foreign and commercial trade
policies by passing an East-West trade bill.”

Both as a member of the House of Representatives and as a member of its
Committee on Ways and Means, I will speak and work and vote against any
legislation that would encourage trade with the nations that are furnishing
the weapons and the ammunition to kill our men in Vietnam. I do not believe
that very many of the American people want to inecrease commerce with our
Communist enemies.

Several years ago, Nikita Khrushchev, then the Soviet dictator, told America,
*We will bury you!” There was some difference of opinion as to whether he
meant that the Soviet Empire would destroy America by vanquishing us in a
war or whether the Communists would prove their superiority by out-producing
the advocates and practitioners of free enterprise.

No matter what he meant, I am not in favor of shipping strategic materials
to nations that are fighting a war against us, directly or by proxy. As far as
I am concerned, anything that the enemy or its allies wants to obtain from us
is a strategic material. Food feeds enemy soldiers. So-called nonstrategic goods
that the enemy receives from us or from our go-called allies enable him to turn
his attention from production of such nonstrategie items to the manufacture of
war materiel,

Winning our war against Communist North Vietnam is more important than
all the profits that a few shortsighted traders might receive from trading with
the enemy.

According to Robert E. Kleberg of the Committee for Economic Develop-
ment, we would receive little benefit from trade with Communist nations and
would expose the Western world to some or all of the following hazards: An
increase in Communist propaganda and subversion in Latin America under the
guise of trade; an opening of the trade barriers which we have attempted to
impose around Cuba; a further detriment to our balance of payments position
as a result of the credits which we would have to extend to Communist coun-
tries; an increase in the flow of our technical information and know-how to the
Communist world.

Let us remember what Khrushchev said, “We value trade least for economic
reasons and most for political reasons.”

The Johnson administration argues that if we don't trade with the Commu-
nists, they will take their business elsewhere. James Marine, news editor of
radio station KPOL in Los Angeles, answered this argument very persuasively,
“If the Communists could . . . get what they want elsewhere, they wouldn't
be [wanting] o frantically to deal with us, The fact . . . is that they can’t get
the quality, speed of delivery, service, and replacement parts from anybody
else; we make the best and sometimes the only kind of materials they need
the most, and if they didn't get them from us, they couldn’t get them any
place. They would . . . have to make them themselves, if they could or wanted
to.”

Many of the items that the Department of Commerce has licenzed for export
to the Soviet Union can be used for defense as well as for non-defense, Among
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other things, diethylene glycol is used for explosives and liguid rocket propellants ;
chemical wood pulp is used to make solid rocket fuels; diamond drill bits, which
nobody else can supply, help produce more oil; scientific instruments measure
radiation, aireraft flight performance, and the quality of sophisticated optics.
The Department has also licensed exports of computers, computer components,
and computer replacement parts (which the Russians admit they cannot dupli-
cate), precision machine tools, jet airplane engines, rifle-cleaning compounds,
and chemicals of all kinds,

According to the same Department of Commerce, our East-West trade in
1966 netted us only %20 million, against a loss of over $14 billion in our total
balance of payments, Contrast this with the more than $2 billion that we must
spend each month to prosecute the war in Southeast Asia.

Besides enabling them to assist North Vietnam, our shipments to the Com-
munists help them in their ballistie-missile and anti-ballistic-missile programs.
The funds that we give or lend to the East are used to buy radar and navigation
equipment from the West for installation aboard naval vessels that Poland builds
for the Soviet Union. The Skoda Works in Czechoslovakia, which manufactures
submachine and antiaircraft guns for the Viet Cong, is being gradually refitted
with machine tools that were manufactured in America.

Besides helping North Vietnam, Soviet Russia is aiding Communist Cuba and
Communist subversives throughout Africa and Latin America.

Madam Chairman, instead of continuing to assist the Soviet Union and its
satellites, in order that they may in turn assist our enemies, let us strengthen
the laws that are now on the statute books, pass whatever additional legislation
is necessary, and insist that the executive branch enforce all such laws vigorously,
relentlessly, and unceasingly.

Again I want to thank the Subcommiftee on Europe for its kind invitation
which enabled me to present my views on the important subject of East-West
trade. With the permission of the distinguished occupant of the chair, I would
like to include in the hearings record an article U.S.-Communist Trade, by
Colonel Samuel F, Clabaugh, which appeared in the July-August, 1967, issue of
the publication Ordnance, Colonel Clabaugh is a research associate specializing in
economy strategy with the Center for Strategic Studies, Georgetown University,

Washington, D.C. As an ordnance reserve officer on active duty during World
War 11, he was assistant U.S. military attaché in London and liaison officer
between the U.S, Administration of Export Control and the British Ministry of
Economic Warfare,

U.8.-CoMmmUNIST TRADE—OUR GOVERNMENT ORIGINALLY REFUsep To Do BUsSINESS
WitH THE REps oN THE GROUNDS THAT IT WaAS TrApING WITH THE ENEMY, BUT
LATER THIS WAS TOLERATED AS HExXPEDIENT, WHILE Topay IT IS EMBRACED AS
DESIRABLE

{By Samuel F. Clabaugh)

The division of the world today is not geographic but geopolitical and geo-
economic, When we speak of “the West” we frequently intend to include Japan,
Australia, New Zealand, the Philippines, South Korea, Nationalist China, Thai-
land, Malaysia, and perhaps others.

“Tast-West” has thus become as much a misnomer for the significant flow of
strategic trade as it has for the ideological conflict. In both trade and politics,
the meaningful designations are—Communist and non-Communist,

Trading with the Communists successively has been rejected, endured, and
embraced by the United States ever since the Bolsheviks—after consolidating the
gains of their October Revolution of 1917—turned to the West for trade, credits,
and recognition,

This they did while, at the same time, vilifying the “capitalists and im-
perialists”"—vowing to overthrow their governments and set up Bolshevik rule
in their stead.

The United States was the only government to reject the proposals outright.
President Wilson's Secretary of State, Bainbridge Colby, in replying to an inquiry
from the Italian Government, said :

“We cannot recognize, hold official relations with, or give friendly recogni-
tion to the agents of a government which is determined and bound to con-
spire against our institutions.”

This was a policy soundly based on principle. President Harding followed
with a demand for the payment of debts and claims. His Administration, and
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those of Coolidge and Hoover which followed, tolerated the trade—but with-
held the credit and recognition which the Bolsheviks so eagerly sought,

y If the Wilson position was based on principle, positions held during the Hard-
ing, Coolidge, and Hoover Administrations was based on money. Then came
Franklin Roosevelt who, as George Kennan wryly suggests in his “Russia and
the West,” was as little interested in the principle involved in resistance to
Soviet theory on international affairs as he was in collecting the debts. Thus, he
embraced the Soviets with recognition and trade.

But the United States withheld long-term credits until World War II when
the Soviets got something even better—called Lend Lease.

After the war came another cyele, from President Truman's restriction of
trade with the Communists during the Berlin erisis of 1948-1949 and the Ko-
rean war to the present Administration’s embrace of that trade during the
Vietnam war,

Controls were relaxed somewhat in the Eisenhower Administration, follow-
ing the Korean war.

In 1963 President Kennedy, after prolonged public debate, approved the sale
of wheat to the Soviet bloe, amounting in 1963 and 1964 to $250 million. But he
did so somewhat cautiously and specified a number of conditions. Most of
these he finally was forced to waive,

Following the death of President Kennedy, President Johnson continued and
intensified the advoeacy of expanded trade with the Communist nations. “Build-
ing bridges of friendship,” he called it.

Campaign speeches in the elections of 1966 were climaxed on October Tth when
President Johnson appeared before the National Conference of Editorial Writers
in New York. On that day the United States embraced the principle of trading
with the Communists which for 20 years it had first rejected, then endured.

Most of the Administration’s proposals represented concessions of significant
henefit to the Communist nations.

The Soviet's scornful reaction to President Johnson's offer of increased trade
and credit and other concessions should have caused no surprise. In August
1966 Premier Kosygin, in addressing the Supreme Soviet, had kind words for
all the nations of the world except the United States. He denounced the
“American aggressors” and said the United States was “in a position of increas-
ing international isolation” and that “aggressive and militaristie forces set the
tune in American policy.”

All this was quite a prologue for the President’s offer 2 months later. This
wias the détente,” the “thaw,” which some think justifies our expansion of
trade and credit with the Communists, the new Consular Treaty, and all the
other recent concessions.

On September 15, 1966, three weeks before the President’s speech, Radio
Moscow was boasting that: “The increasing number of planes shot down over
North Vietnam points to more powerful and better organized anti-aircraft
defenses . . . the Republie's stepped-up defense potential is largely the result
of Soviet aid. . . . The Soviet Union has pledged to give North Vietnam all the
aid it needs . . . in the face of escalated American aggression.”

On October 15th, a week after the I'resident’s speech, the Associated Press re-
ported from Moscow that Communist party leader Brezhnev had rejected the
President’s proposals,

Irezhinev said it was a “strange and stubborn illusion™ that U.S. relations
with the U.R.8.R. and the Soviet bloe countries “can develop unimpeded despite
American aggression against Vietnam and American interference in the affairs
of other countries.”

It would seem “a strange and stubborn illusion” on the part of many today
that relations can be =aid to have improved and tensions relaxed when the Soviet
Union is supporting a deadly war against us in Vietnam, maintaining a base in
Cuba, and aiding so-called “wars of liberation” around the world.

Bitter denunciation of the United States and the promise of an increasing part
in the Vietnain war have been echoed throughont eastern Europe. Radio Pragne
said on December 4th:

“The entire Socialist world has joined foreces to provide North Vietnam with
all assistance—economic, financial and technical—as well as political, including
the Soviet offer to allow volunteers from Socialist countries to go to Vietnam.”

The first test of the use of economic strategy in the Cold War came in the
Soviet blockade of Berlin in 1945-1949. The Soviets had harassed the Western
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allies In the administration of the city from the beginning of the Occupation
in June 1945,

Early in 1948 this took the form of transport restrictions in allied access to
Berlin, These were gradually intensified until June 24th when the Soviets im-
posedd o complete blockade.

The next day the airlift began, It was a magnificent achievement. It enabled
West Berlin to survive. But it was working no hardship on the Soviets,

But when the allies imposed a connterblockade—that was language the Soviets
conld understand. They got the message. The cost was too great, and events
moved swiftly.

On February 4, 1949, the West imposed 8 counterblockade, TASS reported on
April 26ih that the Soviets were willing to Iift the blockade, which had begnn
with a series of harassments a year earlier, if the West wonld lift its blockade
and arrange for & meeting of the foreign ministers,

On May 4, 1049, representatives of the Big Four meeting in New York agreed
to lift the commterblockade and reconvene the Council of Foreign Ministers., On
May 12th at 12 :01 a.m. the blockade of West Berlin was lifted,

The allies had trinmphed. It was the fiest and perhaps the greatest victory of
the Cold War, It was not a trinmph of conciliation and concession, but a trinmph
of firm conntermeasures. When warned of the danger of war in imposing counter-
measures, Gen. Lewis I, Clay had an answer that should be remembered today :

“When the Soviet Union wants to start a war, it won't be deterred by weak-
HEess,

The ramifications of any study of trade with the Communists seem limitless,
Therefore, we ean identify only the erucial issues in this controversy and sng-
gest some of the corollary and collateral questions. These crucial issues seem to
by :

1. What are peaceful or nonstrategic goods?

2. I= there a détente and who are the participants?

3. What of the role of onr allies in East-West trade?

L What is the relation of East-West trade to the war in Vietnam

1. What are peaceful goods? Harold J. Berman, of the Harvard Business
School, has wisely said that goods are neither peaceful nor warlike. Only the
people who use them are, Goods are inherently nentral, and in our modern tech-
nology and economics, everything has both a military and eivilian application.

If we were to choose one symbol of the advanced technology of the present
age and the unforeseeable future it would doubtless be the computer, The com-
puter is the helmsman of eybernetics, and eybernetics is now seen by some Soviet
anthorities as the means of facilitating the optimum (that is, Communist) con-
trol of the complex system of states, peoples, and resources of the world which
the Communists hope will resulf from Communist world domination.

The fact is that we are selling onr computers, admittedly the best in the world,
to our adversaries to use against us. But computers, we are told. are peaceful
zoods: so are machine tools and chemical plants, and electronic devices: so are
they all, all peaceful goods.

And so are they all, all honorable men who will not use them against us. Wil
not use them against us? They are using them against us—now—in Vietnam.

2, Ix there a détente? I think we established in the beginning that all of the
['nited States recent concessions to the Soviet Union have been unrequited : all
of our offers rebuffed. Our concessions are a language they don’t believe, respect,
or understand.

Heretofore the Communists wanted a détente in order to get trade : the United
States wanted trade in order to get a détente: and our allies wanted trade,
period.

Bt now the Soviets have made it elear that no détente with the United States
is possible as long as we are in Vietnam. They are seeking a détente with most of
the nations of Europe in an effort to isolate the United States, This has always
been their objective ; it is now partly achieved.

It is said that increased trade with the Communists will “build bridges” relax
tensions, and prevent war. History does not snpport the elaim of success for this
or any other form of appeasement of aggressors, Great Britain and Germany
were trading directly up to the ontbreak of both World Wars, The Russians were
supplying gonds to Germany up to June 21, 1941, the day Hitler attacked them.

It was said the wheat sales fo the Soviet Union in 1963 would improve rela-
tions, Bot Soviet propaganda exploited them as evidence of the strength of the
Soviet economy and declared that the United States made the sales in an attempt
to strengthen its own shaky financial sitnation, Based on past experiences, there-
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fore, we may expect the Soviets to doublecross our bridges before we get to them.

Here are some of the recent events and developments which refute the claim of
a Soviet détente with the United States :

The Communist tricontinental conference in Havana; exposure of the wide-
spread Soviet espionage network in the NATO countries: the Soviet-Chinese
agreement on overland transport; the Soviet diplomatie offensive in Western
Europe, seeking to unite East and West Europe and isolate the United States:
the Soviet boycott of President Johnson's Water for Peace Conference ; the recent
bitter and false charge by the Soviet representative to the U.N. that the U.S. had
created the so-called financial erisis in the U.N. artificially; the vicious Soviet
propaganda attacks on the United States which have markedly increased in re-
cent months,

A recent comparison by Radio Liberty of negative references to the United
States and China in Pravda for a sample 10-day period is very revealing. For
example, from September 1 to September 10, 1964, there were 313 negative ref-
erences to the United States. From October 23, to November 1, 1966,. there were
817. And from January 4 to January 13, 1967—after President Johnson's October
speech—there were 1,120. In this same 10-day period there were only 230 negative
references to China.

Further evidence of Soviet nondétente is to be found in the support of the Arab
nations in the war with Israel; their continued support for Cuba and for “wars
of liberation” in Africa, Asia, and Latin America : the violent, insulting and re-
peated rejection and rebuff of President Johnson's proposed concessions : the call
for a world conference of Communist nations, including China, for the “defeat
of the American adventure in Vietnam” ; and the harassment of the United States
Seventh Fleet by Soviet trawlers and warships.

Senator Lausche (D., Ohio) recently challenged his fellow Senators: “Show
me one single step, one meaningful step the Soviet Union has taken towards a
détente.” No takers.

3. The role of our allies in East-West trade. From the beginning of the Cold
War the issue in trading with the Communists was one of long-term security
versus short-term commercial profits. From the start of the Cold War, or at least
from the beginning of their rehabilitation nnder the Marshall Plan, our European
allies—with the United States providing their long-term security—opted for the
short-term commercial profits.

It may be said that they have eaten the cake of profit in trade with the Com-
munists and have had the cake, too, of defense by the United States.

The NATO nations have failed to adjust to the fact that the Communist nations
prefer political and economic subversion, guerrilla warfare, and terrorist tactics
to conventional war. The United States and the other NATO nations have heen
preoccupied with the unrealistic multilateral nuelear force and milita ry strategy
for a war that probably will never be fought, instead of using their economic
power in the war now being fought.

The penalties of the Battle Act, due to its escape clauses, were never applied.
The multination Coordinating Committee (COCOM) was completely ineffective.
Established in 1950, it was not based on any formal treaty or charter and was not
part of any other international organization.

The United States, in spite of its tremendous bargaining leverage, was unable
to bring its allies to cooperate in an effective coordinated strategy, and the record
indicates that it made no serious effort to do so.

The argument that if we don’t sell to the Communists, our allies will. is of
doubtful moral validity. Implicit in this argument is an admission that otherwise
it would be wrong.

Furthermore, when a British company was bidding recently on a huge $28-
million fertilizer plant for Cuba, the London press was unanimous in predieting
that it would be successful because the other nations that could provide such a
plant were reluetant to violate the OAS embargo against Cuba.

In other words, instead of saying, “If we don’t, others will” this time they
were saying, “If others don't, we will.” Which proves that consistency is no
hobgoblin to the British mind.

When a strong protest was made in some quarters in the United States and
the State Department administered a mild rebuke. the London Eeanomist asked
why we =hould object to this sale when we are encouraging trade with Eastern
Enrope. Touché !

4. The war in Vietnam. Finally we come to the question of makinz concessions
to and trading with the Communists while we are fighting them in Vietnam.
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Waiving argument on all the other issues—the allegedly peaceful goods, the
nonexistent détente, “peaceful coexistence,” “peaceful engagement,” “building
bridges,” and all the other shibboleths, the unanswerable, insurmountable, and
anforgivable fact is that Soviet arms are killing our men in Vietnam.

The Soviets say, honestly for once, that there can be no détente as long as we
are in Vietnam. We should be as honest and as positive in saying that there can
be no détente and no trade as long as they are there.

Collective embargo, preclusive buying, and finally, if necessary, blockade—
these should have been our first measures to contain Communism in Vietnam or
anywhere else. Instead of pouring goods into the Soviet bloe, we should be stop-
ping the Soviet goods moving into Haiphong.

Perhaps never before in history has a nation at war permitted the enemy to
import all manner of arms, ammunition, and implements of war—MiG's and mis-
siles, mines and mortars, military vehicles and petrolenm products—if it had
the power to prevent it. And all of this while the most powerful navy in history
stood by,

Blockade is a belligerent’s right, if properly declared and enforced. The nation
that attempts to violate the blockade is the ene which violates international law.

But if our allies or other non-Communist nations fear the consequences of a
blockade, let them join us in restriction rather than expansion of frade with
the Communist nations. Control of its trade is the sovereign right of every
nation. It is nonprovoeative but highly persuasive.

There are other nonviolent measures for ending this war and they are based
on control of trade between non-Communist and Communist nations.

It can be argued that whenever a nation has a superiority of both economic
and military power it may use its economic power without resort to military
force. Professor Frank Trager in 1963 said we could have purchased the gr
Canada then sold to China for $300 million. If that looked like a good bargain
then such a buy is a much better bargain today—about the cost of three days’
fighting in Vietnam. Besides that, we need the grain now to make zood onr reserve
deficit. What an opportunity for preclusive buying !

We are fighting a war of attrition in Southeast Asia—our attrition- when we
could reverse the process by the exercise of our soverign rights and economic
||{I\\'{'l‘.

It's costing us, besides the $30 to $40 billion a year, thousands of casualties.
It's costing the Soviet bloe $1 billion a year and no casualties, Why should they
want to end it?

Blockade may be the only realistic course left to us, It is more humane than
bombing or any of the weapons of war. It might make possible a deescalation of
the bombing.

Blockade is not irrevoeable or irremediable, The damage it does can be stopped
at any time. Indeed it can be prevented entirely. Blockade is prevention, not de-
struetion © it is defense, not aggression. It is restraint—restraint of an adversary
and restraint in the use of a nation’s power,

Blockade in peace seeks to preserve the peace ; blockade in war seeks to impair
the enemy's ability to continue the war.

The effect of blockade is cumulative—an antomatically escalating pressure that
puts a preminm on early negotiation and a resumption of trade between the
erstwhile belligerents.

Blockade was the strategy that made the Pax Britannica possible in the nine-
teenth century. Its nse might make a Pax Americana possible in the twentieth
century.

The President said in awarding a medal posthumously to an American hero
killed by a grenade:

“The question that haunts me today should concern every American. It is this:
Was that grenade on one of the trucks or one of the trains or one of the sampans
that we let pass unmolested during those 37 days [of a pause in the bombing]?"”

The President’s point was well taken, But a greater question that should haunt
every 11,8, citizen is how many of the 8,000 Americans killed in Vietnam to the
date of the President’s tribute were killed by weapons or ammunition allowed to
pass unmolested through the Port of Haiphong? Many of them, perhaps most of
them, died as a result of such weapons.

Should the United States trade with the Communist nations today while they
are striving to conquer free nations throughout the world by force and sub-
version? Or should we adopt the poliey of the Wilson Admninistration that doing
business with the enemy is unthinkable?

To many, many Americans the answer is self-evident.
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STATEMENT oF THE Hox, TroMmas B. CUurTiS, A REPRESENTATIVE IN CONGRESS
Froym THE STATE oF MISSOURI

Mrs, Kelly and members of the Subcommittee, thank you for the opportunity to
present here my views on the controversial subject of trade with the Communist
countries, This is very important work, for a number of reasons.

First, the subject itself is a highly controversial one, as yon know, and deserves
open discussion in the public forum of the Congress and its Committees, Second,
it is a subject on which the Congress itself is loosely organized, which is one
reason why I have accepted your kind invitation to appear here.

My point is this: responsibility for U8, trade and commercial policy with
Communist countries is separated among several House standing committees.
The Ways and Means Committee has the responsibility for setting tariffs. and
wonld be the legislative fornm in which a bill to extend “most-favored-nation”
treatment to these countries would be heard. The Foreign Affairs Committee has
the “Battle Aet”, or the Mutual Defense Assistance Control Act of 1951. which
authorizes the State Department to control exports to nations threatening the
security of the United States, and authorizes United States participation in the
15-member COCOM (Coordinating Committee), the organization that maintains
the agreed-upon list of strategic items that the members will not export to Com-
munist countries, In addition to the Battle Act, of conrse, the Foreign Assistance
Act contains provisions having to do with commercial relations with Communist
countries,

Besides the Ways and Means Committee and the Foreign Affairs Committee,
the Banking and Currency Committee also has jurisdiction through the Export
Control Act of 1949. This Act is the President's authority to control exports of
strategic goods through our extensive export licensing system. The Export Con-
trol Act thus provides the authority under which the President implements our
COCOM agreements on strategic items, though the COCOM list is far shorter
than the U.S, export control list.

Here is a clear case of bad planning by Congress. It is our responsibility to
control and coordinate our own work flow. In this case we did not do o, and
without reason, it would seem. In a memorandum addressed to me dated April
26, 1966, the Legislative Reference Service of the Library of Congress said :
“We find nothing in the legislative history of these measures which directly
answers your inquiry as to why they weren't integrated, why their provisions
seem duplicative and why they were assigned to different committees.”

The problem of overlapping jurisdictions does not end with the three commit-
tees I have named. Of the 20 committees of the House (16 in the Senate) there
are about 15 whose jurisdictions in at least some way include foreign economic
policy.

A partial aceounting wonld of course include the Foreign Affairs Committee if
only because of its East-West trade role, the Banking and Currency Committee
for its work in the field of export financing and international monetary prob-
lems, the Agriculture Committee for its jurisdiction over P.I. 480, the sugar
quota program, and the cotton textiles quota program, the Judiciary Committee
for it role in international anti-trust. patent and copyright problems, and the
Education and Labor Committee for its peripheral authority in the area of fair
labor standards, and in the International Labor Organization.

The structure of Congress now provides no formal means for bringing together
these ecommittees to coordinate their approaches to foreign economic programs.

Coordinated Congressional work in the foreign economic field depends on
Congress itself. One of the strengths of Congress is its flexibility. It can create
its own task forces, ad hoe or continuing, including members of Congress from
all the relevant committees, to properly synthesize Congressional work on the
broad range of foreign economie issues in which so many of its committees have
a part, Certainly Congress should itself take such steps as are necessary to do
well its own work in this important field.

S0 I would here recommend that Congress itself underfake to create hetter
procedures to coordinate its work in the area of trade and other commercial
contracts with the Communist conntries,

POLITICAL CONSIDERATIONS

If I may, I wonld like now to move on to some of the economic considerations
that I consider important. In doing =0 I do not wish to ignore the political
aspects of the “East-West trade™ problem. These certainly are important, in-
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deed, perhaps even overriding. On the political side of the guestion some have
made strong arguments that the objective of expanded East-West commercial
intercourse is justified if only on the basis that it will reduce suspicions, ten-
sions, and frictions that can spill over into violence, thereby reducing the hazard
of a general war, and that such commercial contacts would prove worthwhile
even if they had no influence whatever on the internal economic policies of the
Communist countries.

But this is not the question I am here to address. Instead, T would leave this
political, essentially foreign poliey question to those in Congress who properly
deal with foreign affairs, like yourselves. My interest is the economiec aspect of
the trade question, and my objective here will therefore be to expose some eco-
nomie problems which may have a very important bearing on your decisions in
the foreign policy area.

ECONOMIC POLICY CONSIDERATIONS

In spite of considerable propaganda fo the contrary, I would =ay that, on
balance, U.S. commercial interest in “Rast-West” trade is relatively small. The
Battle Act Report for 1966 indicates that total “free world"” exrports to all Com-
munist nations (ineluding North Korea and North Vietnam but exeluding Cuba)
was 85.6 billion in 1963, an increase of $440 million over 1962, In 1964 thiz figure
was $6.8 billion, in 1965 it was $7.5 billion, and in 1966 it was $8 billion.

Total free world imports from all Communist countries in 1963 according to
{he 1966 Battle Act Report were $6.2 billion, an increase of $.7 billion over 1962,
In 1964 total free world imports were $7 billion, in 1965 $7.8 billion, and in 1966
$8.3 billion.

The trade of all 15 Coordinating Committee (C{ )COM) members has main-
tained a stable share of total free world trade with Communist countries, (n
the export side, COCOM members’ share of trade has fluctnated aronnd 50%
of total free world export trade with the East since 1959. On the import side,
it has averaged about 479% of the total since 1959, So—while COCOM members
have inereased the dollar value of their exports from the East from about $1.86
billion in 1939 to about $3.7 billion in 1965, and their imports from $1.9 billion in
1959 to $3.9 billion in 1965, their share of the growth has been stable, though 1
will show later that Eurepean COCOM members’ share of trade has decreased.
Full trade data for 1966 are not yet available because the Battle Act Report has
not yet been published.

What is the relevance of these data? In comparison with U.5. exports for 1966
of $29.2 billion, and imports of $25.5 billion, COCOM members’ export-import
trade with the East is very small, indeed. In relation to the growth of most
nations' GNP and trade during the period sinee 1959 the volume of industrial
COCOM trade with the East is not important.

THE TRADE POTENTIAL

If yon accept the argument that the present 1.5, economic stake is small, then
the question is: “how large is the potential?”

Many large, well-managed U.S, firms with extensive international undertakings
and a wide knowledge of world commercial conditions and opp rtunities have
decided that expanded U.8, trade with Communist countries is desirable for com-
mercial as well as political reasons. At least one would think =o if advised by
coertain businessmen as they are represented by business organizations such as the
"9 Chamber of Commerce and the T.8. Council of the International Chamber
of Commerce. And, of coure, the “Miller Report” to the President expresses this
View,

Large, heavy manufacturing firms do see the opportunity for one-shot deals
worth several millions of dollars, Other firms see wide opportunities for taking
advantage of latent markets for certain types of consumer prodocts,

Of the first type, the plant sale is a good example. The company that ean land
a 870 million contract to construct a plant not only ean make a handsome initial
profit but gets in good position to reap the fruits of future deals. For certain firms
these types of prizes certainly seem well worth competing for.

Of the second type, an outboard motor manufacturer whom I met in Brossels,
during my trip there last year in relation to the Kennedy Round negotiations, is
a good example. Head of a Belgian subsidiary of a U.S. firm, his interest was in
selling outboard motors to the state-owned resorts in the Black Sea. His eagerness
to take advantage of this unexploited market was great indeed. Clearly he had
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found an area where the Soviet Union and perhaps Bulgaria and Rumania might
want to buy consumer items and where there was also a chance that sales could
actually be consummated. It is from such European subsidiaries of U.8. firms
that much of the incentive for increased trade with Communist countries appar-
ently comes. This impression was substantiated by the President of the Chase
Manhattan Bank in Frankfurt, who as a banker and a leading figure among the
American Chambers of Commerce in Burope had a very good grasp of the aspira-
tions of U.S.-related firms operating in Europe.

AN ESTIMATE OF THE REAL POTENTIAL

In spite of the desire of many U.S. firms to engage in trade with the Bast, and
their belief that it can be profitable, I am led to examine what the real possi-
bilities for increased two-way trade might be.

A number of factors appear to inhibit increased U.S. sales of both types of
products, The nature of Communist economie systems prevents free exchan ges of
goods and capital. I like to use in this respect a metaphor comparing oil and
water. In the metaphor, then, increasing Bast-West trade without resorting to
strict bilateral controls is a problem of mixing the oil of the Communist system
with the water of free enterprise,

In the case of Austria, for example, trade with the East is controlled and bi-
laterally balanced yearly in dollar units of account. Even trade between Britain
and East European countries is bilaterally balanced though not strietly,

To quote an article by Maurice Ernst in a 1966 study for the Joint Economic
Committee titled New Directions in the Soviet Eeonomy, “The application of
Soviet type policies and institutions in Eastern Europe had interrelated effocts on
the domestic use of resources and on foreign trade opportunities, Trade oppor-
tunities were to some extent limited by Western controls, but Soviet and Bastern
EBuropean policies were much more important limitations."

WILL THE EABTERN COUNTRIES CHANGE?

Now the guestion becomes, will, and how fast will, the Communist countries
change their state trading systems to reflect the image of free market economies?

Among the Bastern European countries, the reorientation of economic plannin
toward greater freedom from bureaucrat managers has developed slowly in the
e Soviet economy, the stress in economic
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the long run, to use modern technology, and to compete in world markets has at
least partly replaced the early drive to increase the quality of production at all
costs, For the Soviet Union this th i the draft five year plan pre-
sented in February 1966, In spite o nts, scholars of Eastern econ-
omies conclude that, while trying to make plans more rational and management
more flexible, the Communist regimes have tried to avoid any real loss of state
control over their economies,

In the Soviet Union change will probably be a good deal slower than in East
Europe. There, at least according to Hertha W, Heiss in The Soviet Union in the
World Market for the Joint Economie Committee 1966 studies, in spite of a
growing awareness of the potential of foreign trade as an instrument of foreign
policy, “foreign trade remains a small part of overall Soviet economic activity
and its basic economic function in the Soviet scheme of things has remained
essentially unchanged. That is, the procurement from abroad of goods needed for
plan fulfillment, when they are not available domestically, with exports thus
primarily serving the purpose of financing necessary imports.”

SOVIET CONTROL OF ITS FOREIGN NEIGHRORS

One of the topics of interest to me when in Europe in December 1966 was
the economie relationships between the Soviet Union and its former “satellites”,
and I would like to express my conclusions briefly here, It would seem that one
result of the centrally planned economies of East Europe and the Soviet Union
was that the Couneil for Mutual Economic Assistance (COMECON), which has
been considered an instrument of economic control by the U.S.8.R., never really
worked. None of the European members wonld accept the kind of supranational
planning that was required were coordinated intra-bloe specianlization actually
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to be realized, in spite of a lot of persuasion by Khrushchev. But, of course, to
siay that beeanse COMECON was ineffective as a ineans of intra-bloe economic
cooperation and is now a dead letter is no argument that there is new “freedom”
within Eastern economies, Instead of supranational control there is strong
national economic planning, even though that planning may now be beginning to
operate through market-economy deviees. I have seen used the term “market
socialism”, This may be applicable to most of the Eastern Eurcpean countries
becanse ownership of the means of production remains in the state,

Instead of economic domination through a planning organization like COME-
CON. is it more likely that the Soviet Union has achieved a measure of control,
and at the same time perhaps n measure of bondage, through the expansion of
its raw materials trade with the Eastern European Communists? In 1963, the
U.S.S.R. supplied nearly 100% of the arca’s net imports of materials and fuels,
compared with two-thirds in 1960 and only 40% in 19535. The Soviet exchange
of industrinl materials and food for machinery and eguipment, the largest
element of Soviet imports, is certainly profitable when the machinery and equip-
ment. embodies advanced technology that the U.S.8.R. can produce only with
difficulty, if at all. This exchange may not be profitable, however, when the
imports consist of ordinary machinery and eqiupment, which embody the same
seneral level of technology available from Soviet production. According to Dr.
Frnst, most Soviet machinery imports from Eastern Europe probably are of
the latter type.

One reason 1 mention this two-way relationship is that it points out an ave-
nue of strategy that is at least intellectunally bemusing ;: an aggressive strategy
of trade warfare that wonld entail U.S. willingness to supply to selected Fast
European countries industrial raw materials at delivered prices less than thos
charged by the Soviet Union, and to stand willing to purchase those countries’
industrial manufacturers were the Soviet Union willing to continue purchasing
them. However, in a time when 1.8, policy is aimed at “detente”, such an
ageressive policy would no donbt be considered inappropriate.

REAL CHANGE HAS BEEN BLIGHT, AND THE PROSPECTS FOR INCREASED TWO-WAY
TRADE ARE NOT ENCOUBAGING

But the essential point I wish to make is that to date change in the economies
of Eastern countries has been quite slight. It is a direction we probably want
to encourage them to pursue, but we must not be deluded by it—state ownership
prevails and comprehensive planning will continue. Like the mercantilists, East-
ern economic and politieal planners consider trade largely a means of increasing
state power.

Until Eastern economies so reorient their production as to be able to produce
economically and well produets they can sell for hard currencies, there is appar-
ently little prospect that really meaningful fwo-way trade with the West can
grow. This is of course precisely the argument now being used to allow a selected
few actual production industries in East European countries to deal directly in
foreign markets rather than to deal through foreign trade organizations (FT('s),
the agencies that are mostly responsible for foreign trade.

By dealing in “markets” (the free world economy) it is thonght that these
industries will develop competitive lines of products that will enable greater
sales, greater hard currency earnings, greater purchases of badly needed indus-
trial goods, and more rapid economic development.

S0 we can see that Bastern countries’ ability to buy is limited by many factors.
It is limited by the ability to compete and sell in world markets, which is limited
by the very nature of Communist economie organization. And, most importantly,
it is limited by the ability to pay with currencies and gold.

THE EASTERN COUNTRIES' ABILITY TO PAY

About the ability of the Soviet Union to purchase with hard currencies there
has been much discussion. This discussion is important here becanse, no matter
how Western countries’ eredit policies differ, the actual ability of Eastern coun-
tries to pay with hard currencies will be the ultimate limitation on purchases
from the West, and therefore on increased two-way trade.

1t would seem that the Soviet Union has limited hard reserves. Its traditionally
favorable balanee of trade reversed in 1964 with a deficit of $55 million. largely
becanse of large purchases of U.S. grain. The deficit on trade account is not
likely to be offset on eapital aceount because of the drain of the Soviet foreign
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aid programs, though such data seem difficult to obtain. U.8.8.R. ability to pro-
duce gold is said to be much less than some. particularly in the London bullion
market, have believed. I discussed this matter at some length with officers of
the U.S. Embassy in Paris where the U.S. stations its representatives to the
COCOM, who assured me that the U.8. view that the Soviets are not 1 silly so
rich in gold now prevails at least among NATO members,

In view of this situation, Soviet interest in long-term credits from the West
is clear. It also explains the more conservative Soviet approach to nse of short
and medium term eredits and to purchases from the West in general which has
been especially evident since Khrushchev's ouster. This reticence to spend hard
currencies and sell gold with abandon results from a strong Soviet desire for
autonomy. T understand the Soviet Union tries to keep hard currency and gold
reserves large enough to meef its needs for a period of 8 months. which is a
very large reserve by normal standards, One reason it keeps such a stock, I have
read, is in case of a crop failure or other such enmergency need.

I do not have adequate data indicating the extent of the Eastern European
ability to buy. If I rely on statisties in the 1966 Battle Act Report alone, the
import and export trade of the Eastern European countries as a group ( Poland,
East Germany, Czechoslovakia., Hungary, Rumania. Bulgaria, and Albania) with
the free world has been very closely balanced: exports were $3.120 billion and
imports were $3.1 billion for 1964.

The extent of this eclose bilateralism is striking. Existing trade with the free
world does not produce a surplus of hard eurrencies that could be used to buy
from the United States, and, until these countries begin to produce items saleable
in quantity in the U.8. market, it seems that there can be little significant
improvement in trade.

THE EFFECT OF NEW T.S, TRADE LEGISLATION ON COMMUNIST COUNTRIES' ABII ITY TO
BUY

At this juncture one might argue that, were the United States to apply most-
favored-nation tariff rates to the Bast European Communist countries, the
possibilities for their expanded export trade would be greatly increased. and
therefore we ourselves would be able to sell more to them.

I must say that my examination of a selection of potential export items gives
little cause for optimism about the future of increased trade if it is to he hased
on these items, For example, for the Sovief Union, bristle, dried mushrooms, pine
needle oil, oils and certain glass, pile rugs. rifles and phonograph records might
have sales potential in the United States. The same products and types of
products—evidence of what T would consider to he a low level of economie devel
opment—reappear in the lists of tables for other Eastern countries. Textiles—
wool rugs, and wool apparel from Rumania. cotton cloth and cotton apparel and
wool fabries from Hungary—are already very highly “import sensitive” in the
United States. Glass—from the U.S.8.R., Rumania, Czechoslovakia -conld he
considered to be in the same category, witness the only partially removed escape
clause on Belgian glass. Bicyeles—from Czechoslovakia—have been the subject
of antidumping investigations. Leather footwear—from Rumania—is the subject
of a continning barrage of “protectionist” sentiment in the 1.8, The most prom-
ising potential trader is Czechoslovakia, which is listed as being able to supply
such advanced manufactures as medical instruments. eleetrical measuring de-
vices, and machine tools. But other “sensitive” items for import from Czech-
oslovakia include steel wire and nails.

Is it really likely that these nations can produce these items more cheaply
than the United States can? If they cannot, and if the price that s placed on
such exports is artificially low so as to enable sales in the U.8. market. then
it can be expected that American industries will use unfair competition argn-
ments against them. including but not limited to antidumping, countervailing
duty actions and special marking requirements, T could even foresee the pos-
sibility of massive consumer embargoes against ‘ommunist products”, Even if
such goods are priced realist ically and are below or comparable with 1.8, prices,
the same types of a rguments will be nsed against them. Becanse pricing svstems
in such countries are at present meaningless. it would be very diffienlt | deed fo
defend low-price imports in terms of the nsual comparative advantage arguments,

One could argue that by promoting Communist exports to the U.S. at MFN
rates, we would be displacing exports of the developing countries to this market.

This is a particularly valid criticism in the cotton textile seetor, As you know,
at least one reason why European countries do not wish to bind themselves to
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inereasing annually textile imports from the developing countries members of
the Long Term Cotton Textile Arrangement (LTA) is that they want to be able
to balance bilaterally their trade with the Eastern European countries by taking
from them cotton and other textile products as needed to strike balances,

Thus, on the basis of possible exports the ability of Communist countries to
buy from us and our interest in buying from them is small. And the prospect of
expanded trade at MEN rates in some items likely to be traded causes real
question.

To substantiate somewhat my conelusions, I would like to quote from p. 68 of
the May 1965 report on East-West Trade of the respected independent British
research organization, Political Economice Planning (PEP), with whose director
I visited when in Great Britain last December :

*, ., . there will probably be steady progress in the size of the trade and the con-
ditions under which it is earried on. But this progress is not likely to be dramatic
for a long time to come,

“The size of the trade is limited by the East's ability to export to the West,
and there is no sign that this is going to increase enormously over the next few
vears. Consumer goods of the quality required in the West, and probably capital
goods too, are likely to become available in quantity from Eastern Europe only
insofar as the KEast European countries evolve in the direction of market
economies, so that the consumer's choice bears more direetly on the products. A
change of this sort, even when it has been initiated, takes time to work itself
through the economy and to become reflected in a consistently high quality of
production.”

I would say that these conclusions are shared by the Business and Industry
Advisory Committee (BIAC) to OECD in its May 1966 Report expressing the con-
sensns of the OECD member business organizations it represents.

The PEP Report does go on to specify certain steps, many of them institutional
adjustments and arrangements, that can be taken to allow greater East-West
trade on what it considers to be a sound basis. In line with official British policy,
the PEP Report is based on the decision that greater East-West trade is desira-
hle. But the constraints it acknowledges on the potential volume and the nature
of the trade are sobering,

I8 COMMERCIAL COMPETITION WITH EUROPE AN IMPORTANT CONSIDERATION ?

This leads me to discuss briefly the problem of European COCOM members’
sales to Bastern Communist countries. Unguestionably the dollar value of this
trade has increased—European COCOM members’ exports inereased from $1.7
billion in 1969 to $2.7 billion in 1965. But the percentage of the total value of
their trade with the Communist world has actually declined from 469, in 1959
to 329, in 1964 and 85¢% in 1965, It is true also that since the middle of the
1950's the size of the several COCOM lists of strategic embargoed products has
declined to the rather silly point where they only contain about 120 items. It
seems quite true that any real Western cooperation has broken up entirely on
the issue of the amount of trade with Communist countries, and on the terms for
financing that trade. The United States does indeed, as U.8. Ambassador to the
Organization for Economic Cooperation and Development, Philip Tresize, in Paris,
explained to me, seem isolated in a sense “behind” our European friends and
allies.

I would argue that this apparent conflict of policies should not give us much
pause. If you accept my argument that there is relatively little present and
potentinl commercial U.S, interest in sales to the Communist countries, and if you
also accept that, as Europeans argue, there is also a profound technology gap
between American and European industry, then we have very little indeed to
lose in maintaining a separatist attitude. So I would pose this question: Why
not continue to allow Europeans to sell items not on the COCOM list, and why not
continue to enforce meaningful controls on U.8. exports to the Communist coun-
tries? European trade with the East is now bilaterally controlled to the extent
that it seems rather repugnant to have to arrange our own trade along similar,
“mercantilist”™ lines.

SOME ELEMENTS OF SOVIET ECONOMIC STRATEGY

In a December 1962 compilation of study papers for the Joint Economic Comn-
mittee, Mrs, Penelope Thunberg, now a Tariff Commissioner, wrote :
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“Soviet economic intercourse with industrialized non-Communist countries
has always represented a time-saving device, for trade has made possible a rapid
shift from a primitive to a modern, more productive technology in a large num-
ber of industries. So long as some part of the Soviet economy lags technologically
behind the West, the U.S.S.R. will always have available a ready device for
buoying its growth rate through imports, In shifting to a more advanced—i.e.,
more productive—technology, the Soviet Union borrows all the resources, includ-
ing time, that must go into the research and development of more eflicient
technigques.”

Mrs, Thunberg's observations about Soviet purchases of time and technology
through trade are borne out at least in the Penkovsky papers, particularly
Chapter IV, titled “Penkovsky's Committee”, which deals with the State Coin-
mittee for Co-ordination of Scientific Research of the U.S.8.R. Council of
Ministers. There he deseribes the very complex and very thorough technological
espionage organization maintained by the Soviet Union. The espionage function
of this organization is at least hinted at in the U.S.S.R. Council of Ministers
May 1961 Decree on Reorganization of Research which provides that:

“Soviet science and engineering must in the shortest possible time take the
leading position in the world in all decisive fields of science and engineering.”

And that, in furtherance of this goal, the State Committee on Research shall :

“Study and evaluate scientific and technical advancements with the aim of
utilizing those advancements in the national economy of the U.S.S.R. and also
coordinate the international scientific and technical contacts of the ministries,
administrations, and scientific research organizations.”

The activities of the AMTORG in the United States have long been suspect
if not completely documented, and I understand that part of the Soviet tech-
nological development effort consists in purchasing highly advanced manufac-
tures for use as prototypes in building their own. To support this I would like to
quote from a study by Mr. Donald Petroni, partner of the Paris law firm of
O'Malvery & Myers, titled “Doing Business in Eastern European countries":
“Without such [patent] protection, any United States firm that sells one or more
pieces of equipment to an Bastern European buyer must understand and assume
the risk that it will be copied.” Even with patent protection it is difficult to be
sure patents are not violated. There have been several important cases of viola
tion in Eastern Communist countries,

If the United States possesses the most advanced technology in many areas
and continues to generate it, a policy of withholding technology-carrying trade
may continue to have strategic significance, if in fact the policy we wish to pur-
sue is one of restraining the growth of totalitarian regimes.

Do we wish to continue to attempt to restrain the growth of totalitarian
regimes? I realize this is the nub of the gquestion. But it would be beneficial to
this discussion and perhaps also to public discussion if the arguments for and
against “East-West” trade were couched in these terms, rather than muddied
with argnments of U.S. commercial advantage that I consider to be overstated
and ill-founded.

Perhaps there is now a basis for deciding that it is best to accept the Soviet
system in a spirit of tolerance as one would tolerate a different religion. Assuming
that we make that essential decision, perhaps there is some political benefit to
the United States in a selective and flexible policy of expansion of trade in “non-
strategic” items, (I think it might be best to pass over the question of what is
strategic and non-strategic, with a quick acknowledgement that there certainly
is no good dividing line. I lean towards the idea that for a tightly planned econ-
omy continually strained by unrealistic output goals, all imports whether strate-
gie or non-strategic tend to lessen the squeeze and allow more resources to he
devoted to strategie, perhaps autarkia, objectives,)

THE POSSIBLE POLITICAL GAINS FROM TRADE

What are the benefits we might gain? I think you will agree that the main argu-
ments are that by selectively and flexibly pursuing trade the United States might
be able to favor some Communist countries over others, favor some Communist
leaders over others, thereby increase the dependence of certain of these countries
on the United States, and at the same time decrease their dependence on the
Soviet Union. 8till further one could argue that expanding U.S, trade and com-
mercial contacts with the Communist countries conld encourage those economies
to further rationalize and structure their economies by using market economy
techniques, one could even hope that eventually governments will divest them-
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selves of ownership of enterprises at least in non-crucial areas as they strive
to produce consumer goods of high-enough quality to be genuinely desired in the
West. Such production would have to be accompanied by genuine cost accounting.
The result of such developments would be junking of the bilateral arrangements
between East and West European countries, real multilateralism in trade, and
along with it freely convertible eurrencies,

The above is a happy prospect but it is indeed far in the future. In the near
term we have to deal with the realities and encumbrances of Western commercial
contact with the East—contacts constricted, in fact dominated, by the nature
of the economies with which we deal. The facts of state planning and state
ownership and therefore of state-trading require bilateralism and prevent multi-
lateralism.

A fact of very great interest and some portent is that, in spite of its desire
that trade be expanded, the BIAC report cited above says that “in the fore-
sepable future at least BIAC sees little possibility of any »-.111ni imtial change in
the present fundamentally bilateral character of trading relationships between
Bast and West."”

At best the BIAC ean only recommend that within bilateral arrangements
certain difficulties should be smoothed out, but it cannot even recommend doing
so through multilateral instead of bilateral action. The Report concludes only
that “more is likely to be achieved by pr.u:nmli.' efforts toward securing an
equitable and mutually advantageous expansion of trade by means of a quid pro
quo technique for negotiating meaningful and balanced concessions on the basis
of effective reciprocity under the different economic systems.” This is hardly a
bright forecast for the future of East-West trade in an open market.

It would seem to me that a very great deal depends on the real motivations
of the East Europeans and Soviets themselves. T myself might be more prone to
accept an expanded Past-West trade policy were I assured that in fact the United
States through trade could influence those countries to develop open societies in
which people are allowed an increasing measure of personal and political
freedom.

Even were we to be assured about their real motivations, the fact that the
Soviet Union and the East European Communist countries are giving tangible
as well as moral support to our enemies at war, North Viet Nam and the Viet
Cong, creates tremendous political difficulties to a policy of greater trade, So,
apart from the factunal considerations that I have been exploring, this political
question is of paramonnt importance to our discussion.

CONCLUSION

So, in summary, I would say that, in strictly commercial terms, the United
States has little real and little potential commereial interest in increasing trade
with the Communist countries in the near future. In fact, 1 can foresee certain
economic disadvantages to such a course of aection, most notably the possibility
that we would have to embroil ourselves in mercantilist bilateral trading agree-
ments which to me are distasteful at best.

Thus the hase for the argument for incereased East-West trade shifts from the
economie to the political. Here it seems to me the key questions are, can we really
influence the Communist countries to shift toward freer societies? Can we in-
fluence not just their economic development but their political development as
well? And, unltimately, will increased trade relations really bring about de-
creased political tensions and reduce the risk of war? I have often said that
more war and peace are wrapped up in trade than most of us are willing to
recognize, and perhaps here there is indeed a valid argument for the encourage-
ment of “East-West" trade. But these, I submit, are the questions for your Sub-
committee to study and discuss, and for your recommendation to your col-
leagues. I certainly commend your interest and your effort, and await your
conclusions with great interest.

StaTEMENT OF HoN. GEORGE A. GOODLING, A REPRESENTATIVE IN CONGRESS
Froam THE STATE OF PENNSYLVANIA

Madam Chairman, I am co-sponsor of H. Res. 937, legislation designed to create
a select committee composed of nine Members of the House of Representatives
that would conduct a full and complete study of the impact of East-West trade.
The concept of East-West trade resolves itself into two considerations: (1)
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economic benefits for the United States and (2) American national security.

'roponents of East-West trade have coined the phrase “building bridges of
trade,” and while the phrase might have a pleasing sound, its economic appli-
cations on the surface are purely phony.

For instance, last year a thorough study of East-West trade was made by
Dr. Mose L. Harvey, director of the University of Miami's Center for Advanced
International Studies, This study was published in a 175-page book entitled
East-West Trade, and through Dr. Harvey's calenlations the total amount of
exports that Russia would be able to pay for from the United States would be
well under $200 million a year. Inasmuch as our total exports of goods and
services presently amounts to about $45 billion annually, our exports to Russia
would amount to less than one-half of 1 percent of these total exports—a few
individual companies in America might get something out of this trade, but for
the country as a whole the gain would, in effect, be trivial.

As far as imports are concerned, the United States would have to aceept in
payment goods that it neither wants nor needs, Technically, Ameriea might be
able to sell as much as $300 million in goods to Russia annually, providing we
were willing to give government-to-government long-term eredits—this would,
however, amount to a subsidy for the Comnnunists, something to which every
American would be opposed.

Over and above this, international politics would be involved, with Russia
being the beneficiary. Inasmuch as the western alliance against Russian com-
munism already is wobbly, any program of competition between the United
States and western European countries to see who could help the Communists
the most would only act to weaken this shaky opposition further.

Soviet Russia would, on the other hand, gain substantially from trade with
America, both economically and internationally. Russia would, for instance, be
able to satisfy its backlog of demand for advanced U.S. equipment, machinery,
complete plants, technical data, and know-how. Too, such trade would make
Russia loom like a giant in the eyes of her communist cohorts,

While the economie benefits to the United States of East-West trade have the
surface appearance of being negligible, such trade would have profound national
security significance. All of us are very interested in effecting a successful
conclusion to the war in Vietnam, and we are also aware that Russia is very
much involved in this war through the assistance it is extending the North
Vietnamese. Why not, then, develop a meaningful and tangible American poliey
that would offer American trade with Russia only on the condition that the
Soviet Union give a real demonstration of cutting out the aid she presently is
pouring into Vietnam?

In faet, Madam Chairman, I have introduced House Concurrent Resolution
360 to the Congress, which provides as follows: “That it is the sense of the
Congress that the Government of the United States should only consider further
expansions of trade, educational and cultural exchanges, and other related
agreements with the Soviet Union and its East European satellites when there
is demonstrable evidence that their actions and policies with regard to Vietnam
have been redirected toward peace and an honorable settlement and when there
is demonstrable evidence that they have abandoned their policy of support for
so-citlled wars of national liberation.”

In summary, then, while East-West trade seems to promise little in the
economie area, it might—if properly implemented—serve as a valuable instru-
ment in advancing our national security. I recommend that this Committee give
this concept its very serious consideration.

Madam Chairman, I want to express my deep appreciation for having the
opportunity of presenting my statement to this Committee,

STATEMENT OF HoN. DURWARD G. HALL, A REPRESENTATIVE I8 CONGRESS FROM THE
STATE oF MISSOURI

Madam Chairman, today we are under attack from a force that uses subtle and
sophisticated means in achieving a goal of world domination. This force is inter-
national communism, and despite all the rationalization that has inundated the
American people, it is still bent upon a path that ealls for the destruction of our
Republie and its peoples freedoms.

Their means are many: Subversion, infiltration, propaganda, terrorism, and
now trade. We are continually told that the expansion of East-West trade is a
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“bridge-building” device whereby the Communist bloc will become liberalized and
less aggressive. I have yet to be convinced that any of these results have occurred
and believe that trade is but another cold war tactic being used by the Com-
munists to further their own goals. For this reason I cosponsored, along with
about 120 of our colleagues, a resolution asking for a House study on the impact
of East-West trade.

Madam Chairman, why such a study ? Well, I think the answer is quite obvious,
We are supplying the Communist bloc with materials and with technology while
they are supplying North Vietnam with the weapons to kill and maim Americans
in Southeast Asia, We are supplying the Communist bloe with materials and with
technology while they are supply the Arabs with weapons so that they might
try again to commit genocide upon the Israeli nation, We are supplying the
Communist bloe (Poland) with materials and technology while they are supply-
ing Castro with the weapons so as to create “wars of liberation” right on our own
doorstep.

How can this be termed “bridge building” when the Communists refuse to
construct a span from their “bank” and are burning down the span that we are
constructing from our “bank™? I have yet to find a logical and rational answer
ro this query.

Now, Madam Chairman, I would like to address some comments toward France
and more particular toward the senile leader that rules our former ally. I feel
that this subject is germane since in your press release you stated that “this
project is to determine what changes have taken place in the structure of Bast-
West trade since our last review, and how these changes may affect our foreign
policy objectives in Southeast Asia and in other areas.” “Le Grande Charles”
certainly fits within the category of “other areas.”

On January 11th of this year, I introduced in the House of Representatives a
House concurrent resolution urging the President to take such steps as may be
necessary to require the Republic of France to make full and prompt settlement
with respect to past due amounts of its World War I indebtedness to the United
States. At the time I infroduced this resolution, which is still pending before the
House Committee on Ways and Means, I had no way of knowing the length to
which Charles de Gaulle would go to embarrass the United States—such as his
recent attacks on the integrity of the dellar in international finance! But, if I
thought my resolution had merit 11 months ago, the arguments for its considera-
tion and adoption have multiplied tenfold in recent weeks. For months, until
the French economy began to run into trouble in midyear, De Gaulle tried to
undermine the United States economy. By turning his dollars into gold, he de-
pleted our gold reserves at an alarming rate.

If the French President had not blocked, with vindictive determination,
Britain’s entry into the Common Market, the economic plight which brought
the pound devaluation two weeks ago, conld have been avoided. Meanwhile, his
political overtures toward the Russians and his support of the Vietcong follow
in the wake of a disastrous French colonial policy in Indo China that brought
chaos to Southeast Asia, and forced our own involvement there. He had tried
to wreck NATO, which for 20 years held a protective umbrella over his home-
land. He has gone out of his way to hurt the United States economy and our
position in international affairs, even while refusing to pay off France's finanecial
debts to the United States, This includes six and one half billion dollars from
World War I loans, It also includes about $400 million in debts since World
War II, but it does not include the outright aid we have given him since the
Marshall Plan was inaugurated in 1947,

Up to last year, a total of £3.3 billion worth of U.S. gold was transferred to
F'rench ownership through her purchase of our gold with her dollar credit
surpluses since 1960. In view of the massive assistance rendered by the United
States to France in two wars and through foreign aid, De Gaulle’s attitude is
indefensible. All the more so since the dollar surplus enjoyed by France is, in
substantial measure, due to the American post-war aid to France.

There is no question as to the legal basis for collection of our debts from
France, or for the French obligation to repay them. The debt was never ean-
celled by the United States. In fact, the amount of dollars spent by France,
so far, on United States gold could have paid off 58 percent of the delinquent
French indebtedness !

The time has surely come for a showdown with the man in the Parisian ivory
tower, A good place to begin is to request the payments of France's debts to
the United States.

89-577T—68——5
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In closing, Madam Chairman, I elaim to be no expert on international economic
policy, but as a member of the House Committee on Armed Services, I am quite
cognizant of Communist material and arms being used to drain the youthful
life-blood of our Nation and to subvert our interests elsewhere throughout the
world. The expansion of East-West trade bhas produced nothing but a decided
Communist advantage and I hope that the American people will finally become
aware of this folly. I compliment you and your subcommittee, and feel confident
that this distinguished subeommittee will study this grave situation and make
appropriate remedial suggestions and proposals,

Thank you, Madam Chairman.

STATEMENT oF Ho~N. CrAiG HOSMER, A REPRESENTATIVE IN COXNGRESS FROM THE
STATE oF CALIFORNIA

Madam Chairman: I commend you on your concise statement regarding the
opening of these hearings to study the issues of East-West trade. With approxi-
mately 100 bills introduced in the House calling for Congressional studies and
action on numerous aspects of trade with Communist countries, the concern of
the American people and their Representatives is well documented.

House Resolution 848 which I cosponsored calls for the creation of a Select
House Committee to study the impact of East-West trade on the productivity
and capability of nations which support aggression, directly or indirectly, sup-
plying North Vietnam, North Korea, the Middle East and Cuba or any Com-
munist faction within any nation in Latin America with military, technical,
economic or financial assistance, From this study should come well-informed,
effective legislation on our foreign policy commitment and application in this
area.

Proponents of Bast-West trade point toward “changes” in the Communist
nations, a better balance of payments for the U.8. and the relaxation of tensions
through trade. They yell “short-sightedness” at opponents and offer a “come-
let-us-be-friends” attitude to the East. All Americans would welcome this mutual
action, if it offers a true basis for peaceful coexistence,

However, those who oppose East-West trade, and I count myself a strong
adversary, point toward past experience with the Soviet Union and her satellites.
From Cuba, the Middle East, Korea, Vietnam and the current, hotly-disputed
arms build-up in Algeria, I can see only danger in lowering our export-import
control bars any further,

It was the encouragement the Soviet Union gave to Egypt and Syria that led
to war in the Middle East and the threat of a third world war. The fact that the
Soviets were influential in triggering the Mideast’s fighting demonstrates how
right those of us were—and are—in opposing the policy of expansion of trade
with the Communist bloe.

The facts are that for all practical purposes, our current controls—the Bat-
tle Act and Foreign Assistance Act—are not being enforced, despite repeated
violations. Evidence shows that Communist-bought, Western-made equipment
and parts are even now being used against our own men fighting in Vietnam.
Is this the foundation for peace?

While hearings before this Subcommittee offer a chance to determine what
changes have taken place in the structure of East-West trade since the last
review, no positive action seems to materialize. The need is eritical for a study
and subsequent legislation, based on the findings of a Select Committee as pro-
posed in H. Res. 848, The instability of our present course iz dangerons and
should be changed without delay.

I urge favorable action on this legislation.

STATEMENT oF HoN. WiLtiam L. HUNGATE, A REPRESENTATIVE 1N CONGRESS
FroM THE STATE OF MISSOURT

Madam Chairman and other distinguished Members of the Subcommittee, on
September 28, 1967, I joined several notable colleagues in co-sponsoring n reso-
lution that would ereate a select committee to investigate and study the impact
of East-West trade on the productivity and capability of nations which supply
North Vietnam, North Korea, the Middle East, Cuba. or any Commnunist faction
within any nation in Latin America, or elsewhere with military. technieal,
economic, or financial assistance.
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The war in Vietnam appears to have estranged and alienated ns from some
of our closest friends in the Western Alliance who continue to trade with
North Vietnam and Communist China,

Our allies did not trade with the enemy in World War I1 or during the Korean
confliet. It is a matter of concern that when they abet the Communist system,
the peace of all free nations is threatened. We must explore all means to curtail
trade that is not, on balance, favorable to the free world.

A reasonable reappraisal of current exchange conditions should be reflected in
our foreign policy.

I, therefore, urge establishment of a sele¢t subcommittee to assess the struc-
ture of East-West trade so that they may better assist our national goals and
priorities.

Thank you.

STATEMENT OF HoN. DELBERT LATTA, A REPRESENTATIVE IN CONGRESS FroM THE
S1rATE oF QIO

We enter into this discussion of the question of Iast-West trade at a perilous
time. It is a time in which Americans are engaged in battle in South Vietnam
and in which an American ship has been captured in an hostile and aggressive
manner by the Government of North Korea. It is a time in which the Soviet
Union has been asked to mediate the ship's release, and has refused.

We face the problem of the Administration’s proposals, therefore, in a time of
crisis and not of tranquility, We face the question during a period in which
Communist governments are becoming more aggressive, and not less so. We are
asked to seek new directions at a time when Communist governments appear to
be irrevocably wedded to the old.

Several important questions present themselves, for they relate to what appear
to be inherent contradictions in the Administration’s proposals for liberalized
trade relations with Communist countries.

A Presidential Commission on Hast-West Trade reported on May 6, 1965, that
1 relaxation of restrictions on trade between the United States and the Soviet
Union and the Communist countries of Eastern Europe would help promote
American foreign policy objectives.

It said that the only basis for its proposals was to make possible some “hard
bargaining" by the United States for political advantage. Ordinary motivations,
such as for economic or financial gains have no place in trade relations with the
Communist countries, it said.

It expressed the view that the possibility of influencing through expanded
trade both the internal evolution and external behavior of Communist countries
in Eastern Europe far outweighs any political or military risks involved.

At his press conference on October 7, 1966, President Johnson said that “We
will reduce export controls on East-West trade with respect to hundreds of non-
strategic items. I have just today signed a determination that will allow the
Export-Import Bank to guarantee commereial credits to four additional Eastern
European countries, Poland and Hungary, Bulgaria and Czechoslovakin., This is
good business and it will help us—it will help us to build bridges to Eastern
Europe.”

This announcement was followed by a member of significant statements in
support of increased East-West trade by such top ranking members of the State
Department as Averell Harvriman, Nicholas Katzenbach, Eugene Rostow, and
Foy Kohler.

Perhaps the most outspoken criticism of opponents of East-West trade came
from Amnbassador Averell Harriman who, on the November 23, 1966 NBC-TV
program, “The Today Show,” labeled the opponents of trade as “bigoted, pig-
headed people, who don't know what's going on in the world that have pre-
vented us from helping our balance of payments.”

There is a certain contradiction here. The Presidential Commission said that
the reason for increased East-West trade was not our balance of payments, as
Ambassador Harriman urged, but political. If we have liberalized conditions
within Communist countries, and have caused them to pursue a less aggressive
foreign policy, such trade would be considered successful.

Which is the Administration’s reason for nrging liberalized trade with Com-
munist countries? Is it political, or is it economic? Is it to “build bridges to
the East” or to assist onr balance of payments problem?
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Before any decision can be made with regard to the proposed program, it
is essential that we know what its goals are to be.

But it seems clear that the Administration has not abided by the recommenda-
tions of the Presidential Commission. That Commission urged that trade rela-
tions with Eastern European countries and the Soviet Union “. . . shonld not
be subsidized, nor should it receive artificial encouragement.” Yet, the Adminis-
tration has recommended such measures as the financing of deals between Fiat
and the Soviet Union through the Export-Import Bank.

Is it the proposed policy to subsidize trade with Communist countries? If so,
how will this assist our balance of payments problem? If not, why has the Ad-
ministration urged such action?

The President’s Commission stated that “we rule out from these considerations
any kind of strategic trade that could significantly enhance Soviet military
strength.”

The Sixteenth Battle Act Report stated clearly that “The basic poliey under-
lying the Mutual Defense Assistance Control Act (the Battle Act) is one of
preventing to the extent that we are able the shipment to the Sino-Soviet bloe
of strategic items which would contribute significantly to the military-indus-
trial potential of the bloc.”

In 1966, the Commerce Department relaxed export restrictions on about 400
“non-strategic” commodities for shipment to Russia and Hastern Europe. Among
these were textile products, some metal manufactures and machinery, foodstuffs,
chemical materials and products, and a variety of manufactured articles. These
products can now be exported to Eastern Europe without prior specific approval
of the Commerce Department,

The facts seem to contradict the policy. They also contradict the statement
made to the American people by President Franklin D. Roosevelt in May
of 1940. He said that “The American people will not relish the idea of any
American citizen growing rich and fat in an emergency of blood and slaughter
and human suffering.” This was more than a year before Pearl Harbor, and
at that time mo Americans were fighting either in the European or Asian
wars. Today, in the face of Vietnam and the current Korean erisis, our attitude
is far different. As a result of President Johnson's order of October 12, scrap
iron and scrap steel are back on the “approved” list and the junk peddlers
are sending it over to Russia to help build the Russian war machine just as
was done with Japan in the last 1930’s and in 1940,

What does the Administration mean by “strategic goods"? On May 9, 19067,
our government approved a shipment of polyvinyl butyral valued at $268,975,
This product is primarily used as an interlayer in bullet resistant glass,

According to a top missile expert, C. Stark Droper, “The key area for advance
in control and guidance is still the region in which the basic limitations exist—
that is, the high accuracy sensing of geometrical information.” On February 1,
1967, the Commerce Department authorized shipment of just such an instru-
ment, a Worden Gravimeter.

Prior to removing a number of items from its category of “strategic” goods
the Department of Commerce issued a press release declaring that the items
removed” . . . fall into the category of peaceful goods, which may be freely
exported without risk to the United States national interests.” It also asserted
that it had . . . consulted with other interested departments, ineluding Defense,
State, Agriculture, Interior and the Intelligence Community, in taking this
step.”

The evidence points to the fact that the Administration did not consult the
intelligence community at all. The Director of Naval Intelligence states: “The
Office of Naval Intelligence, definitely a member of the ‘Intelligence com-
munity’, had no part in the consultation which preceded the revision of the
Commodity Control list.”

The Air Force stated that “No intelligence office of the U.S. Air Force
participated in the revision of the Current Commodity Control list.”

The Army stated that the Assistant Chief of Staff for Intelligence “was
not consulted regarding the commodities listed.”

The Department of Defense said that the Defense Intelligence Agency “was
not requested to supply intelligence on the 400 commodities that are covered
in Current Export Control Bulletin Number 941."

If the Administration really intends to increase trade only in “non-strategic”
goods, we feel it essential that it tell us exactly how such a determination
was made, and is to be made in the future. What is a “non-strategic” good?
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On March 10, 1966, and again on August 16, 1966, the Commerce Department
approved shipments of diethylene glycol worth $482.250. This chemical is used
in the manufacture of explosives and lignid rocket propellants. It can also
be used as plasticizer in solid rocket propellants of the type suitable for air
to air missiles such as are in Vietnam. Under what definition is the item
considered “non-strategic”?

Setting forth the State Department’s view of East-West trade, Eugene M.
Braderman, Deputy Assistant Secretary of State for Commercial Affairs and
Business Activities, said that “one of the most important premises is the fact
that these countries differ very considerably among themselves, both in their
internal systems and in their relations with one another . ., .,” He noted that
*, . . In consequence, U.S. policy expresses itself in different ways toward
different Communist countries.”

Mr. Braderman conceded that “in some instances the behavior of a Communist
country will warrant our denying trade with it completely . . . in other instances
it best serves the U.S. interest to encourage trade with a Communist counry.”

Since the Soviet Union represents a case of that kind of Communist country
with which the Department of State seeks to increase trade, it is interesting
to see what the Soviet Union’s relationship is with a Communist country with
which the Department of State does not wish to trade, namely North Vietnam,

The Administration will, of course, not trade with a Communist government
which is shooting at Americans., This would be aiding the enemy. It would be
immoral as well as impractical. But—does the Administration adveecate increased
trade with a country which is in turn supplying our enemy with the means of
war?

In an extensive study of Soviet aid to North Vietnam, Professor Albert
Parry, chairman of Russian Studies at Colgate University, points out that
*. . . it is estimated that the ten years through 1964 Soviet aid to North Vietnam
totaled some £350 million. It faltered somewhat in 1963 and 1964 when Khrushehey
apparently was resigned to seeing the country in China’s orbit . . . But Khru-
shehev’s successors have revived the Soviet interest in Ho Chi Minh . . . Mos-
cow's exports to North Vietnam rose from 47.6 million in 1964 to more than
T74.8 million in 1965—this of course in addition to some $555 million worth of
arms sent in 1965 alone.”

In March, 1966, the Soviet Union replied to Chinese charges that Soviet help
to Hanoi was insufficient and represented a lack of interest in conflict. The
Moscow leaders sent a confidential letter to Communist leaders stressing that
in 1965 North Vietnam received from the Soviet Union arms and military
equipment worth half a billion rubles. The list included rocket installations and
conventional anti-aircraft guns, MIGS and other planes, and tanks, coastal
artillery, and small warships.

Since the fall of 1965, the number of conventional anti-aireraft gans in North
Vietnam has risen from 1.500 to at least 5000, One unofficial estimate puts the
figure at 7,000, In the fall of 1965 there were only four North Vietnamese batteries
firing SAMS. By early Octobper, 1966, this number had risen to 25 or 30, each
with six launchers.

As recently as September 23, 1967 the Soviet Union concluded a series of
agreements with North Vietnam, providing for continuing deliveries of military
and economic aid to Hanoi in 1968, A joint communigue issued at the conclusion
of about a month of negotiations specified that the military material wonld
include ground to air missiles, planes and artillery.

The Russians may speak of “peaceful coexistence” but their actions point
in the opposite direction, They may speak of better relations with the West, but
as they train North Vietnamese soldiers and airmen, and provide the North Viet-
namese with the weapons of war, it is hard to believe that they are being sincere.

How ecan the Administration reason that it i= wrong to trade with North
Vietnam, put proper to trade with the SBoviet Union which is the chief supplier
of the North Vietnamese military machine? Are we not, in either case, aiding
the enemy?

There are other serious questions which we believe must be answered before
any action is taken on the Administration’s proposals. If the goal of such trade
is to liberalize the Communist regimes of Eastern Europe, what evidence is
there that the East-West trade up to this point has done so0?

Is it not true that after many years of American trade and aid that Yugoslavia
is eloser to the Soviet Union than before such trade and aid began? Is it not froe
that there is less freedom in Poland today than in 1956 at the time we began
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A4iding that country after its revolt ngainst the authoritarian nature of its
Zovernment ?

It is essential that we not embarlk upon a new policy in the area of East-West
trade without carefuly considering the questions posed here. It would be a
perilous step for our country to do so if the answers to such questions are not
completely satisfactory.

STATEMENT oF HonN, GLENARD P. Lirscoumn, A REPRESENTATIVE 1IN CONGRESS IFROM
THE STATE OF CALIFORNIA

Madam Chairman and Members of the Subcommittee, I appreciate the oppor-
tunity to present a statement to the Subcommittee on Europe in eonnection with
its hearings on East-West trade, Regrettably, because of a longstanding com-
mitment for me to be home in my District in California today, I am unable to
appear personally at the hearings.

I have over the course of a number of yvears followed the subject of East-West
trade, particularly with regard to matters relating to our program of controls
on exports and the effectiveness of such controls, It was my privilege to serve on
the House Select Committee on Export Control in the STth Congress, during 1961
and 1962,

This is a most important subject and I want to commend the Subeommittee for
conducting these hearings at this time. The snbject involves broad and far-reach-
ing considerations which as the Subcommittee knows pertains to various areas
of interest and jurisdiction here in the Congress, in the Executive Branch, and in
the economy generally. It touches on such fields as foreign affairs, commerce, fi-
nance, industry, and others. The information and comment generated by {he
Snbeommittee’s hearings shonld be a helpful contribution to our overall knowl-
edge and understanding of the problems involved.

I want to say to the Subcommittee that I am deeply concerned about develop-
ments in the field of export control. Policies being adopted by the Administration
in carrying out the Export Control Act have become progressively weaker and
inereasingly more advanced equipment, technologies and supplies are flowing to

the USSR and other Eastern European Communist nations. The result is that we
are contributing unduly toward building up the economic and military strength
and potential of such Communist nations,

This is being done without our receiving adequate quid pro quo from the Com-
munist nations, for example, in their good will and cooperation toward working
for peace and harmony in the world.

To the contrary, from such actions as their inereased support of North Viet-
namese aggression, their snecessful and continning attempts to foment strife
and disrnption in the Middle Bast, their increased deployment of advanced
strategic weapons systems, their inereasingly more ominons capabilities to nse
weapons of mass destruction sneh as the recently announced Soviet orbital bomb.
their eynieal disregard for or ontright violation of agreements and treaties, it is
clear that the USSR continues to push toward its zoal of embracing all people
under the sterile and pernicions controls of Communism,

If the Soviets ean acquire from the West machines, equipment, and technologles
to build np their indnstry and economy, allowing them to continne to emvhacize
military and space efforts, from their point of view it is all to the good. Thev in
fact make no concessions but nse the West as a <hopping place for selective huy-
ing to fill the needs that are jndged important by the Kremlin to their overall
national goals,

1 am concerned over the erading of our export controls which has oceurred
and the efforts to grant financial assistance in the form of loans and/or credits
to make possible trade which will benefit the USSR and other Communist na-
tions, T am concerned over the need for more assertiveness on the part of the
United States in standing up for more effective COCOM enntrols, the NATO con-
trols aimed at restrictine the flow of significant zoods to the Communist nations.

From time to time T have disenssed varions aspects of this problem with the
House of Representatives, Wor the information of the Subcommittes T am attach-
ing various of these statements and I ask that they be inclnded in the hesring
record as part of my statement today.

Included in the enclosures is my statement to the House of Representatives
October 17, 1966, In those remarks T commented on the initinal reports concern-
ing the proposal to sell advanced United States automotive building eqnipment
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for the automotive plant the Fiat Company contracted to build in the USSR and
itlso the announcement that such trade was to be financed through the Export-
Import Bank. The statement also reviews a number of export licenses that were
granted which are highly significant to the economy of the USSR and other
Eastern European Communist nations, It includes, incidentally, detailed informa-
tion relating to large scale sales of fertilizer producing data and equipment to
the Soviets. As undoubtedly is known to the Subcommittee, fertilizer is one of
the important commodities, in addition to a wide range of aireraft, anti-aircraft
rockets, and other weaponry, which the Soviet Union and other Communist na-
tions are supplying to Hanoi. It is known that the North Vietnamese badly need
fertilizers to produce food and support Hanoi's aggression against South Vietnam.

The next statement attached is dated January 17, 1967. It comments on the
Administration commitment to increasing trade with Communist countries and
the action taken by the Commerce Department in removing hundreds of items
from the list of items that require validated licenses to export to the USSR and
other Eastern European countries. As a reflection as to what good is being
achieved from trade controls relaxations, you will note various quotes of Commu-
nist leaders issued during the same time this weakened export control policy
wias promulgated telling of how the Communist nations fully support North
Vietnam's campaign to impose Communism over all of Vietnam, The remarks
also contain information relating to the faet that important U.8. Intelligence
Agencies were not consulted in connection with this export control revision.

On May 4, 1967 I discussed with the House in detail the proposal that the U.S.
help equip and finance the Soviet Fiat automobile factory, and a copy of that
statement is also attached for ineclusion in the hearing record as part of my
statement.

It contains information and comment based on intelligence data and expert
opinion which refute claims that Soviet planners wish to increase car manufac-
turing to make them available to the average citizen, or that automobile produc-
tion will cause any significant diversion of resources away from military and
space endeavors in the USSR.

As for the significance of the Soviet automotive capability to their military
and economic strength, as I said to the House in the May 4 statement: “The
products of existing Soviet antomotive factories can be found in trouble spots
throughout the world and notably in the war zone of southeast Asia. Trucks and
other automotive products are among the significant war goods supplied to Hanoi
by the Soviets and the Bastern Europeans. Such vehicles help to convey and trans-
port Communist forces, ammunition, weapons, and other war goods in South-
east Asia.,” This assessment still stands, though of course specific reference
conld also be made to the Middle East because the Soviets have sent many vehicles
among other things, to that area in an effort to advance Soviet interests.

The next statement on the subject is dated August 8, 1967. This pertains to the
exporting to the USSR and other Hastern European Communist nations of instru-
ments and equipment to conduct scientific research. Included in the August 8
statement is the text of an inter-Commerce Departmental memorandum which
advises that the President's scientific adviser is concerned about delays in licens-
ing of research instruments for scientific laboratories in Eastern Europe, The
memorandum urges that spplications for such export licenses be brought to the
attention of the head of the Office of Export Control “to keep the difficult cases
moving steadily forward.” Such tactics make a complete sham of the export
license procedures and policies, weak as they are already, because licenses
should be granted on the basis of objective evaluation, not on the basis of pressure
from the White House.

Another statement, dated August 28, 1967, discusses a further development
in the Fiat plant proposal, concerning action by the Department of Commerce
in eclearing reexportation of Ameriecan technical data in Italy to the Soviet
Union for use in manufacturing parts for Fiat automobiles, There is also attached
a copy of my remarks dated October 24, 1967, also on the Soviet-Fiat deal. In
it I commented on Secretary of Defense MeNamara's misleading inference con-
tained in an interview printed in LIFE Magazine to the effect that the Soviet
Union has no automobile industry and repeating the already discredited argu-
ment that if we assist the Soviets in building the Soviet-Fiat plant their resources
will be diverted away from their space military programs.

The last statement attached is the text of my speech March 8, 1967 at an
American Management Association briefing on Rast-West trade, entitled “Pos-
sible Dangers to our National Security in East-West Trade.” It offers a review
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generally on some of the more important considerations in connection with
evaluating possible moves in the area of trade with the USSR and other
Communist nations.

I believe that on the basis of the information available we must pursue
a policy of extreme care and caution when considering trade with the USSR and
other Communist nations. The pattern of Soviet actions and indicators of what
they wish to achieve through trade with the West are all too clear. Their basie
aims and their capacity for deceitful and ruthless pursuit of their well-known
Communist goals have not changed.

I wonld also like to bring to the attention of the Committee a recent develop-
ment in the area of export control which could have a potentially significant
impact on our monetary system and Soviet capabilities. T know that the Subeom-
mittee, as outlined in the announcement by Chairman Kelly concerning the
December Tth hearings, is interested in matters relating to preserving the sound-
ness of the dollar.

The recent frenzied gold buying following devaluation of the British pound
sterling points dramatically to the importance of gold as a monetary commodity.

Gold has long been important for monetary reasons and very likely will con-
tinue for a long time to come. Gold is valuable as an international legal tender,
and takes on increased importance during periods of emergency and stress.
Gold reserves are as valuable as raw materials and goods because under the
most trying circumstances raw materials and goods can be secured with gold.

The USSR treats statistics of its gold holdings, gold mining, and the use of
gold as highest State secrets. As a result we atl best have just estimates as to the
status of the gold situation in the USSR. We do know that some gold was =old
by the Soviets on the World Market in 1963 through 1965 to pay for grain pur-
chases.

We also know that the Soviet Union has placed a top priority on increasing
its gzold output.

Because of the significance of gold to the economie, military, and political
potential of any nation such as the USSR, it was surprising to learn that the
Department of Commerce several months ago issued licenses authorizing ship-
ment to the Soviet Union of construetion machinery and parts valued at 1,225,000
to be used for mining gold. The equipment has been shipped to a location near
the city of Magadan in the Soviet Far East for use in placer type gold mining
operations. The construction machinery consists of 10 huge track-laying tractors,
bulldozer blades, rippers and parts. The construction machinery had been shown
at an international mining equipment exhibition in Moscow this snmmer and
was =old right after the exhibition.

Top-quality machinery of this type, which can withstand the rigors of cold
weather and the stress of being used for placer type gold mining operations,
obviously ean make significant contributions to the Soviet economy.

A transaction of this nature is of even greater importance if it is the forerunner
fo the issnance of additional licenses for such equipment to be sent to the Soviet
Union.

Given the significance of gold on the international monetary scene, its meaning
to the economie, military and political strength of any nation, the fact that we
have no reliable information as to Soviet gold. holdings and that we know
that the USSR has placed great priority on mining gold, I helieve there is serions
question to allowing this kind of equipment to £o to the USSR,

Beeause of my deep and continuing concern about the East-West trade picture
and developments in the area of export control, I have introduced in the Honse
a4 resolution to create a Seleet Committee on Export Control along the lines
of the Select Committee that existed in the 8Tth Congress, Such a committee,
created for this express purpose, I believe could be very helpful toward looking
into and maintaining a continuing evaluation of this entire problem. I have
also joined as a co-sponsor with a large number of Members of the House of a
resolution to create a Select Committee on East-West Trade, The areas in which
the Select Committee on East-West Trade wonld be charged with looking into
would be somewhat broader than the Select Committee on Export Control which
I introdueed earlier. Whichever approach might he selected, 1 certainly hope that
it is possible to create a select committee for the purpose of giving full, continu-
ing attention to developments in this problem area which is so vital to onr
national security and welfare.

Thank you.




STATEMENT OF Hon. Doxarp E. “Buz"” LUuKENS, A REPRESENTATIVE IN CONGRESS
FroM THE STATE oF (IO

Madam Chairman: It was gratifying to me to find in the President's State of
the Union Address no reference to proposals for expanding East-West trade
under the gnise of “building bridges for peace” to the Communist nations of
{':lll'npi'.

While 1T doubt whether the Johnson Administration has abandoned its deter-
mination in the area of “bridge-building.,” I believe it was extremely wise in
not stressing the matter at this particular time.

To me, it is incredible at this time to propose expanded trade relations with
a sworn enemy who desperately needs every kind of goods the United States
can supply. It is even more ineredible to hear some proponents of this idea
suggesting that we offer coneessions in the form of long-term credits and “most
favored nation status” to facilitate the movement of such goods at the least
possible trouble to the Communist nations.

Upon close inspection I can find nothing to justify an early expansion of
East-West trade but a thoroughly unrealistic and naive hope on the part of
the Administration that such a program would facilitate the development of
an accommodation with International Communism.

The great hope of those who propose “bridge-building” and the expansion (at
our expense, of course) of East-West trade can be deseribed with one word—
“detente.,” They seem to believe the whole idea of rapproachment with the
Communist nations must begin with a benevolent and generous attitude on the
part of the United States. Nothing is required of the communists but acquies-
cence with our plans,

In other words, what is proposed is a program which may, in some far-
distant time, facilitate normal relations with our communist enemies but which,
in the immediate future, will merely facilitate their ability to supply the mate-
rials of war for their comrades in North Vietnam,

The game proposed here, in fhe discredited name of “detente,” is a danger-
ous one involving the future security of the entire free world. It actually rests
on the childish belief that we can shame a eynical and determined enemy into
foregoing its aim of world domination for a “sweetness and light” relationship
with the United States.

A joint statement by Senate Minority Leader Everett Dirksen and House
Minority Leader Gerald Ford recently described the reason why Republicans
in Congress intend to hold the line against “bridge-building” to Communist
nations. They put it this way :

“It is neither sensible nor safe to strengthen in the slightest degree the hand
of an enemy which is at this moment striking down young Americans in Viet-
nam—and in every corner of the globe conspiring actively for our destruction
as a people.

“Where and when in the Senate and House we have taken this stand, we
have done so for this reason and none other. If, in the months to come, we
should be given good and convincing reason to expect otherwise of the Com-
munists—Red and Yellow—we shall be pleased indeed to reassess our own think-
ing in this regard.”

Needless to say, since that statement was made in December 1967, almost
every international development has strengthened the fact that the Communists—
Soviet and Chinese alike—have no inferest in peace on anything but their own
terms. Just recently, the Viet Cong assault on the 11.8. Embassy in Saigon and
the capture of the American ship ‘“Puebloe” and her 83-man erew by North
Korean Communists have hardened and reinforced the idea that the Communists,
far from mellowing, are pushing up their time table of harassment and aggres-
sion. The new Soviet fleet in the Mediterranean, the huge shipment of arms and
munitions to the Arab nations, the presence of 2.500 Russian technicians in
Egypt and Syria, these are the kind of bridges the Communists are building.
Their bridges are “bridges to aggression” and they make no bones abount it.

The East-West trade “bridge” under discussion here—far from promoting
eventual peace—would work for the continued slavery of the captive peoples
of Eastern Europe. For the program here proposed would benefit the Communist
regimes which hold these people in submission. It wounld work a great henefit
for the Communist rulers and against the ruled for the government and against
the people.

What isn't generally understood in this eountry is that {rade, under Com-
mnnism, is a political tool which is wielded by the State. 1t bears little or no
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resemblance to the free enterprise system in the U.S., yet the proponents of
Kast-West trade continually talk as though such exchanges could be judged by
western standards.

We often hear the argument that an expanded Bast-West trade program
could be carried out to mutual advantage without sending the Communists
anything of strategic value. Yet our experience along these lines indicates that
hundreds of American exports to Communist countries lend themselves directly
to use by the enemies of American fighting men in Vietnam. And, even our so-
‘alled non-strategic goods can benefit the Communists in their war-making
endeavors by enabling them to divert facilities and manpower to military pro-
duetion.

In conclusion, let me say that we are today confronted by a determined,
ruthless and strong enemy—an enemy which is extending his military might
on a worldwide basis—an enemy which is engaging us in a full-scale war in
Vietnam and harassing us in North Korea—an enemy which deserves to be
treated as an enemy.

Under these circumstances, the whole idea of “building bridges for peace”
is downright ridiculous. And I strongly oppose any effort to expand American
trade with Communist nations and thereby strengthen this enemy’s ability to
wage war. A noted author, Mr. Eugene Lyons of “Reader's Digest,” had de-
scribed the American “bridge-building” program as “Operation Suicide.” I
agree with this description.

STATEMENT oF Hox. Joux T. MYERS, A REPRESENTATIVE IN CoNgrEss FROM THE
STATE oF INDIANA

Madam Chairman, I do appreciate the opportunity to present these brief
observations on the subject of East-West trade and the impact of snch trade on
the United States and, in turn, on the conflict in Vietnam.

May I say from the outset that I favor new restrictions on 1.8, trade with
Russia and its satellites and any nation assisting the Communist enemy in
Vietnam.

The present Administration’s efforts to build bridges between East and West
apparently ignore a very fundamental lesson we shonld have learned 26 yeurs
ago when the Japanese attacked Pearl Harbor,

That attack shattered the dreams of another Administration which felt that
shipping serap iron to our potential enemy would open the door to peace. That
dream is just as dangerous today as it was then.

After the attack on Pearl Harbor, we did halt all trade with our enemy. But
today we find the Administration pushing for new agreements with Russia and
its satellites.

It should make no différence to the 1.8 whether the goods to be traded are
on the much expanded list of so-called non-strategic items or hardware such as
guns and ammunition,

Every item we provide the Communist world should be considered strategic
in the sense that such trade permits the Communists to divert their industrial
machinery to the production of weapons bound for Vietnam while we help them
meet the demand for consumer goods at home.

About 80 percent of the weapons and strategic materials of war have been
supplied to the Communists in Vietnam, not by the Red Chinese but by the Soviet
Union and her East European satellites,

We also should take a hard look at our trade relations with such nations as
Great Britain which continues to deal with North Vietnam and permit ships to
steam into the port of Haiphong on a regular basis,

I nrge the Subcommittee to re-examine 1.8, foreign poliey objectives with an
eye toward halting all trade with those nations dealing with the North Viet-
hamese government so long as Americans and our allies are fighting and dying
in Sountheast Asia.

As you are aware T am co-sponsor of legislation which would establish a com-
mitfee to study the impact of Bast-West trade and assistance to nations which
support aggression, directly or indirectly. May I compliment the members of
this subcommittee for moving ahead on Your own to examine all the ramifica-
tions of East-West trade. This is an example of Congressional initiative which
T hope to see more of in the future and which should not o unnoticed by advo-
eates of a stronger legislative branch,
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SprATEMENT oF Hox Ep REINECKE, A REPRESENTATIVE IN CONGRESS FROM THE
STATE OF CALIFORNIA

If we are to engage in a fruitful discussion on the potential benefits of Bast-
West trade, we have to begin, it seems to me, by asking the following question :
Why do the countries of the Communist Bloe engage in commodity trade with
the eapitalist conntries of the West? We know from past decades of experience,
as well as from their official statements, that the leaders of the communist conn-
{ries are motivated by a strong ideological bias against trading with capitalist
countries on a long-term basis. They have been conditioned by the dogmas of
Marxism-Leninism to believe that the eapitalist countries are hopelessly depend-
ent for their survival on an expanding market. It follows, according to the
self-serving political dogma, that if the communist countries would agree to
buy less from the West, they could by such action help to shrink the market
for “world eapitalism”. When that happens, presnmably there would *“inevi-
tably” follow a severe decline in production and a sharp rise in unemployment.
In Stalin's last, if least inspired, essay, published a few months before his death,
he gave us the benefit of his prophetic powers in the realm of world trade as
follows :

The sphere of exploitation of the world’s resources by the major capitalist
countries will not expand, but contraet. Their opportunities for sale in the
world market will deteriorate, and their industries will be operating more
and more below eapacity. That, in fact, is what is meant by the deepening
of the general crisis of the world capitalist system as a resuit of the dis-
integration of the world market.

We are all aware of course that the men who rule Russia today know better.
They are not quite as talented in the art of self-delusion as Stalin was. They
know, too, that he was not really a very good economic prophet either. Never-
theless, they remain fundamentally the political creatures and the dogmatic
disciples of Stalin in the sense that they continue to be guided in their action
by an irrational hostility to the free nations of the West, by a pathological urge
to weaken their economie foundations by any means, fair or foul. As long as
they persist in this effort, the present Soviet leaders would not lift a finger, if
it were entirely up to them, to help a single non-communist country expand
its commodity s=ales in the world market. They still consider it to he their
“sacred” mission to “destroy capitalism”, to “liberate” the self-governing nations
in the world of their freedom, their independence, their economic and social
well-being.

The fact that the leaders of Moscow and the other capitals behind the Iron
Curtain are today importing a wide variety of modern technieal products from
{he West should not mislend us. This fact has to be viewed as evidence of
some kind, but it eannot most emphatically be taken as an indication of their
readiness to “live and let live” in peace with the democratic nations of the
world, The fact that the communist-ruled conntries are actively interested in
trading with the West should be read as eloquent evidence of something quite
different. It should be read as evidence of the chronic inability of the Com-
munist type economy to keep up with technological progress in the civilian
branches of production on the basis of their own research and development.
S0 much of the choice resources, managerial skill, and research talent is devoured
by the war-making industries of Russia and its satellites as to leave the ¢ivilian
branches of production effectively drained of new production ideas, and help-
less in the face of world competitions. The machines designed by the sub-stand-
ard. under-staffed ecivilinn research institutes of the Communist countries,
according to the published reports of their own econowmists, lead to a systematic
waste of capital and to distressingly low levels of average worker produe-
tivity. This applies all across the board—to mining machinery, road-building
equipment, and machine-tools and presses used in the manufacture of anto-
maohiles, trucks, and tractors.

To cite one example : In the Soviet coal industry today, according to the official
press, average labor productivity (i.e. total annual tonnage divided by the num-
ber of workers) is equal to 15 percent of per worker output in the conl-mining
industry of this country. Interestingly enongh, in 1960 Soviet labor productivity
in coal-mining was equal to 25 percent of our level in the same year., In relative
terms, the general drift, in fact, is clearly backwards, as far as Soviet civilian
technology is concerned.

1.J. Stalin, “Eeonomic Problems of Soclalism in the U.S.8.R.,” New York, 1952, p. 27.
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It is not surprising, therefore, that the purchasing agents of the communist
countries are busy buying advanced models of production machinery in the
markets of the West. The highly publicized $300 million deal with the Fiat
Company of Italy, concluded in May 1966, to build a modern automobile plant
in Russia, and thereby help Soviet technology in this field wipe out a tech-
nological lag of some two decades is not unigque in this respeet. While it is
relatively large, it is only one of several dozen of “turn-key"” plants that are at
Present being dragged behind the Iron Curtain only to slam that curtain down

again, until a new list of strategic equipment is drawn up for procurement in
the West.

Within the past 2-3 years alone, the communist countries have procured in
the West a wide variety of advanced technology in packaged form, such as:
power plants, tube mills, fire cord plants, synthete fiber plants, industrial
chemical plants, cargo ships, tankers, fishing vessels, steel mills, pulp mills,
computers, plants for making acetic acid, phosphoric acid, synthetic urea, poly-
mers, and other modern industrial materials.

It is not too difficult to see the long-term economie self-interest of the com-
munist countries behind these earefully selected purchases of packaged sophisti-
cated production equipment. What is far less clear to the average citizen of
this country is what particular long-term interest of the Western business com-
munity is served by these transactions. These purchases of “turn-key” plants
must be accepted for what they are, namely a well-organized campaign of selec-
tive procurement, aimed at the convenient transfer of technical capability from
the West to East, at the lowest possible cost in outlay in research and develop-
ment resources on civilian branches of production on the part of the communist
countries. The net effect of this operation, it seems to me, is to place the West
at a strategic disadvantage. While the communist countries are building furi-
ously ever newer and more deadly weapon systems, the West is in effect sup-
porting this effort, rather obligingly, by helping to improve the technology and
modernize the productive capacity of the communist countries in the kind of
civilian equipment that will raise productivity and help to maintain publie morale
in these countries at an adequate level, regardless of how much talent the
Communist governments waste on the design, production, and testing of military
end products,

STATEMENT oF Hox. M. GENE SNYDER, A REPRESENTATIVE IN CoxGress FroM THE
STATE 0F KENTUCKY

Madam Chairman, I wish o thank the members of the subcommittee for the
opportunity to present this statement today in an effort to reflect what I believe
to be not only my own views, but the views of the majority of th: people in the
Congressional District that T represent.

At the ountset, let me say that it appears to me that the idea of expanding East-
West trade with the Soviet Union and its satellites at a moment when the Soviet
Union is supplying those fighting our troops in Vietnam should be repugnant to
the American people. Frankly I am convinced that it is. I recognize the fact that
recent action of the House in regard to the Gross amendment to the Foreign Aid
bill indicates that my thinking is currently in the Minority among the Members
of the House. If I recall correctly, the House reversed its position by a record
vote, as a result of the conference with the other body, on an amendment to the
Foreign Aid bill which involved the basic same prineiple as I speak about here,

We all know that Soviet spokesmen have promised publicly to double this year
the flow of rifles, machine guns, mortars, artillery, and ammunition, the MI1G-21
fighters, and the ground-to-air missiles being supplied to the Viet Cong and the
North Vietnamese.

It would seem to have a most destructive effect on the world attitude toward
the United States, if, at this moment—today while Soviet troops are no doubt
still in Cuba off our coast and while they are aiding the North Vietnamese—we
should expand our trade with the Soviet Union or its satellites,

True, we shonld act in our own national best interest in all matters, but I have
difficulty, and I believe the American people generally have diffieulty, in under-
standing how we ean be acting in our own national best interest by bolstering
the economies of those who are supporting the enemy in North Vietnam today—
those who are killing American boys, and at the same time costing the American
taxpayer a fortune in that conflict. If this de facto war was in fact a declared
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war, such trade on the part of American entérprise would be punishable under
the Iaw ae giving aid and comfort to the enemy.

There is a strong drive, not only by the Administration, but by these who would
mike a profit at the expense of our fighting men, to increase our shipment of
goods fo our active enemies. Our colleague from California (Mr. Lipscomb) back
early in the year, informed the House that the Security Community was not even
consulted before the official bars against such shipments were relaxed,

It is true that the moral justifications of the Vietnam war have been, of late,
the subjeet of extensive public controversy. Everyone from the bearded Vietniks
ta peace-loving college professors has seen fit to decry the immorality of
American involvement in Vietham. Members of the House and the other body
have even gotten in on the act.

The public has been subjected to sit-ins, lie-ins, draft eard burnings, flag
burnings, Pentagon demonstrations, and every imaginable kind of protest against
Vietnam policy and the “immoral war.”

But I say to you here today that our moral responsibility is to those American
sons, fathers and husbands whose blood is being spilled in the jungles of a
small country thousands of miles from their homeland. Whether we believe the
war to be right or whether we believe it to be wrong, the truth is that American
boys are there fighting—the majority of them are there under compulsion—
and they deserve our total support. The support that they deserve is not and
must not be limited to the supplying of these American boys with the arsenals
of war, but it also must include the best use of the great economic power of this
country in its dealings with other nations.

The Government of this country has committed its fighting men to this con-
flict, and whether the war is moral or immoral—I say to you here today—that
nothing could be more immoral than the failure to totally support those who
fight there. It seems patently elear to me that any increased trade with Soviet
bloe countries, or as a matter of fact, the continuation of any existing trade, is
not giving total support to our armed forces in Vietnam. I believe, and I believe
that the majority of the American people agree, that nothing could be more
immoral or near criminal than for this country to trade with the very nations
who are aiding in the slaughter of Ameriea’s young men.

Madam Chairman, 1 recently received a letter from the brother of one of
America's fallen fighting men, which I feel eloquently expresses the feeling of
most Americans with regard to trade with Communist bloe nations. I ask
nnanimous consgent to include this letter as a part of my statement here today.

Hon. GENE SXYDER,
Congressman, House aof Representatives,
Washington, D.C.

DEear Sim: It is beyond my comprehension to understand why officials in au-
thority can advoeate trade to Communist bloe nations while the blood of our
vouth is being spilled on foreign soil against those to whom they advoecate trade.
Premier Ky would not lower himself to such a fallacy.

Last week the first hurdle was successfully taken by those ecapitalists who
would profit, monetarily, by financing a Fifty Million Dollar automobile plant
within the Soviet Union. Machinery to be installed in this plant would be pur-
chased from American manufactories. Such a plant could easily be converted
to produce war materials,

It is my opinion that all thoze who would give aid and comfort to our arch
enemies, and make no mistake about it they are our arch enemies, are traitors to
the American cause, I cannot in conscience support individuals or groups that
wonld jeopardize onr freedom or heritage for the sake of a dollar.

My brother, Pfe. Vietor H. Van Vaetor, United States Marine Corps, gave his
life fighting the communists in Vietnam. The least the United States Government
ean do is to support our men in Vietnam and throughout the world 100%. There
is muech dissent among the government officinls in Washington over the war in
Vietnam whether we are right or wrong., While it is an issne with some, they
should not lose sight of the fact that their dissent openly, which is their God
given right, is killing our men in Vietnam by prolonging the war and snpplying
propaganda to the enemy.

Any allied country of the United States who directly or indirectly frades with
North Vietnam should be ent off of American aid immediately. The pilot who
<hot up, so they say, a British freighter off the coast of Vietnam, whether he was
right or wrong, in my opinion shounld have received a medal for his action. The
«hip should have been sunk by our naval superiority.
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The communists are out to eventually control the world whether it be by ag-
gression or from within the borders of a nation, through elections or revolutions
the end will justify the means. Once a nation is enslaved by communist sup-
pression there is little hope for them to return as free men.

Sincerely yours,
Epwagrp K. JoNES.

STATEMENT oF HoN, Larry WINN, JR., A REPRESENTATIVE IN CONGRESS From
THE STATE OF KANSAS

Madam Chairman, the United States is engaged in an all-out fight to stop
the brutal and cruel aggression of Communism in Southeast Asia. Thousands
of American fighting men have already laid down their lives in defense of free-
dom and thousands may still do so before the aggression is stopped. We have
spared no effort to provide these fighting men with all the means necessary to
pursue their vital task. But, paradoxically, we have not yet taken some of the
most obvious and most important steps to diminish the enemy’'s aggressive power,

North Vietnam is an enemy under active attack, with its economic strategic base
badly shaken and unable to support its aggressiveness. It is obvious that in such
a situation our enemy is vilally dependent on strategic and non-st rategic supplies
from abroad if he is to continue his aggressive activities, Now, it is hardly a
secret that an overwheiming share of these supplies is being furnished by and
shipped on vessels flying the flags of Communist nations, Without their support
in war materiel and other supplies North Vietnamese Communists would s00n
be forced to give up their aggression upon their neighbor to the South.

While we all seem to recognize the vital dependence of North Vietnam on its
Commnunist friends, in our official policy we somehow seem to be unable to see
the essential link between the help that we ourselves furnish to these Communist
friends of North Vietnam by trading with them and the help that they continue
to provide to our enemy in Southeast Asia.

It could be called merely a paradox, if it were not so appallingly far-reaching
in its dire consequences, that we persist in trading with, and thereby aiding, the
principal mainstays of a country with which we are locked in combat. What is
even more appalling is that we hear persistent voices in favor of increasing
this trade.

We are told that our trade with the Communist countries is to our benefit,
in the national interest; we are exhorted to believe that increased trade with the
Red East will lead to an even greater relaxation of world tensions and to a
better mutual understanding which forms the base of a lasting peace. I am quite
willing to agree that all these are lofty goals, that they would be aceeptable
excuses for maintaining or even increasing peaceful trade with the Communists
were it not for the cruel reality that one part of the Communist world is today,
this very minute, attacking our positions, killing and maiming our men,

The question posed by what I have just said has been customarily summarily
countered by the dismissal: “What assistance can our trade with other Com-
munist conntries possibly give to North Vietnam?’ I would tend to accept the
words of this dismissal, but I would also put them in the form of a serious,
soul-searching, honest question: What help, indeed. do we render to our enemy
by trading with our friends?

It is a question which must be answered to find the correct direction of the
most important aspect of our foreign policy. I am, therefore, earnestly urging
this committee to support the resolution to make a thorough, in-depth study of
the impact of East-West trade on the war in Vietnam, as the first, mild and mini-
mal step toward a sensible and realistic economie poliey in support of our military
policy.

In present circumstances, we eannot afford not to know the precise impact of
our commercial relations with the Communist world on the Vietnam conflict ;
and once found out, we dare not fail to take appropriate steps. When aggression
has ceased, we can trade again for the sake of trading—but not until then.

Mrs. Krvny. The subcommittee will adjourn.
(Whereupon, at 11:55 a.m., the subcommittee adjourned.)




EAST-WEST TRADE

2. Depariment of State

TUESDAY, FEBRUARY 20, 1968

House oF REPRESENTATIVES,
ComymrrTee oN FOREIGN AFFAIRS,
SuecoamrrTtee oN EuUrore,
Washing Jéon, D.C.

The subcommittee met, pursuant to call, at 10:15 a.m., in room 2255,
Rayburn House Office Building, Hon. Edna F. Kelly (chairman of
the subcommittee) presiding.

Mrs. Kerpy. The subcommittee will please come to order.

We meet this morning to continue our hearings on East-West trade
and related matters.

At our first hearing on January 30, we heard from several Members
of Congress who have a strong interest in this subject.

Today we are very pleased to have with us witnesses from the De-
partment of State, They are Hon. Charles E. Bohlen, Deputy Under
secretary for Political Affairs, and Hon. Anthony W. Solomon, Assist-
ant Secretary for Economic Affairs.

Ambass: ulm Bohlen, this is your first appearance before our sub-
committee in your new role as the Deputy Under Secretary of State.
I want to um-rl‘ltuifl!v you on your present assignment and to express
the hope that the friendly and rewarding relations which have long
existed between you as the American Ambassador to the Soviet Union
and then to France, and our subcommittee, will continue.

Before we begin, I should like to make a few brief observations:

This 1s a ]Jli“-lill’llll 1l election year and the current session of Con-
gress will probably be shorter than usual. Consequently, the prospects
of any major legislative breakthrough in the field of Kast-West trade
are rather slim for 1968. This had led some people to question, if not
the value then, at least, the timing of our hearings.

I personally feel that the issues involved in East- West trade are of
such great importance that we should not delay this undertaking—
even though the chance of getting any leﬂ'lsl.ttlw action is slim this
year. I believe that most of the members of our subcommittee, and
of the full committee, share this feeling.

The reasons for going ahead with our hearings are rather obvious:

During the past Tfew ) years, trade between Eastern Europe and the
Soviet Union on the one lmnd, and our Western friends and allies on
the other, has been increasing at the rate of nearly 20 percent per year.
This year the total volume of trade between the Rastern and the West-
arn [luropean countries may reach the $10 billion marlk,

The United States has been an interested observer, but certainly
not a full-fledged participant, in these developments. As a matter of
fact, while East-West trade continued to grow—while President John-
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son proclaimed the policy of peaceful “bridgebuilding™—the Congress
went ahead enacting new and increasingly effective restrictions on
U.S. commercial and financial dealings with the Communist world.

We are familiar with some of the reasons for these enactments.
Whatever their merit, the fact remains that in the field of East-West
trade and other exchanges, the United States has been completely—
and perhaps permanently—outpaced by our allies. This, in turn, has
tended to create some problems for us in Western Europe and other
areas,

Have these developments been good or bad from the standpoint of
U.S. national interests?

Is there anything we can do about them ? Tf so, what ?

We hope to ask these and many other questions of our witnesses.
We plan to continue these hearings for quite some time. We have at
least six major departments and agencies that we would like to hear
from. After that we will begin taking testimony from private wit-
nesses. And there, I think, we may encounter some interesting views.
I have a feeling that our private business community will have some-
thing to impart to us on this subject.

Ambassador Bohlen, we will ask you to speak first. After you com-
plete your testimony, we will hear from Secretary Solomon. The sub-
committee will then present questions to both of you.

STATEMENT OF HON. CHARLES E. BOHLEN, DEPUTY UNDER
SECRETARY OF STATE FOR POLITICAL AFFAIRS

Ambassador Bonrex. Madam Chairman, first of all, let me thank
you for the kind words you spoke with regard to my new appoint-
ment. T certainly share your hope and I am convinced that the previ-
ously pleasant, friendly, and cooperative relations which I have had
the pleasure of having with your subcommittee will continue.

I trust that you will bear with me in this task of talking on East-
West trade, as I have only last week returned to that subjeect, having
been for the last 5 years preoccupied with Franco-American relations.

I would like to make a few general remarks with regard to the po-
litical rationale of trading with Eastern Europe, including the Soviet
Union, and then turn it over to Assistant Secretary Solomon, who is
much more familiar with all of the details of the economie aspects of
this trade.

The first thing T would like to say is, the term “East-West trade”
is really a misnomer because it only applies to Eastern and Western
Europe and does not apply to the whole world. When we talk about
Fast-West trade, we really mean trade with the Soviet Union and

3

“astern European countries, the countries that have Communist
systems,

In regard to the other Communist comntries of the world, such as
China, North Vietnam, North Korea, and, T might add, Cuba. there
is virtually a total embargo on our trade with them so these do not
figure in these hearings, T would think.

In addition, when we speak of trade, we really speak of only trade in
peaceful items. The strategic items, items of millit:u'_\' value, atomic

value, are all prohibited, not only by the U.S. lists, but also by the
COCOM Iists.
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There may be a few items on the list which we would clear for trade
as nonstrategic which some members of the committee might consider
strategic, but these are the normal differences of opinion that arise
on any uestion. So, in general, what I think we are talking about
here is peaceful trade with the Soviet Union and Eastern Europe.

Our allies in NATO join with us in COCOM in accepting voluntarily
a number of restrictions with regard to strategic items. Thus, T think
the figures that Mrs. Kelly referred to really apply largely to peaceful
trade and not, strictly speaking, to strategic items, though I think
there may be some difference between the U.S. list and the COCOM list.

In effect, with the Soviet Union we have never—or with the coun-
tries of Eastern Europe—we have never applied any really major trade
restrictions of an embargo nature. There were certain limitations put
in during the Korean war.

I think one of the reasons why we attach importance to East-West
trade from the political point of view is because of its effect on de-
velopments in Eastern Europe. If you will permit me a little incursion
into Marxist philosophy or ideology, this relates very much to the
subject in question. One of the tenets of Marxist thought was that na-
tional boundaries were artificial and did not really have any validity.
Once you had a Socialist system installed in the world or in part of
the world, this would tend to eliminate the importance of national
houndaries. This theory was never put to the test in the early days of
the Soviet regime because the Communist system, or the Socialist sys-
tem, as they called it, was in force only in one country. It, in turn, was
in total control of the Communist Parties of all of the world, which
followed blindly the Soviet lead in every respect. It was only after
World War II when the Communist system was installed—Dby force,
really—in Eastern Europe, that the question really was put to its test.

The first sign that the theory was not valid was the breakoff in 1949
of Yugoslavia from the control of Moscow. Yugoslavia does not take
any orders or dictation in regard to her policies, either domestic or
foreign, from Moscow or any other external center.

In the middle fifties there were the events in Poland which you all
know, and in Hungary, which reflected the same desire of these coun-
tries, which we have been in the habit of terming satellite countries,
to reassert their national personalities. Rumania has perhaps gone
further than any of the others, but Poland. to a certain degree, has as-
serted her independence, her right to act and think in Polish interests.
This, T believe, is true of all countries and is a natural historical
plienomenon. Far from being unnatural, nationalism and national
boundaries continue to be perhaps the most important factor in the
modern world. Anythink we can do, therefore, to help these countries
reassert their national personality I think is in our interests. It has
always been a tenet of American foreign policy to believe that a coun-
try should be independent and in complete command of its own policy,
which they should be able to devise in accordance with their coneeption
of their national interest.

We feel that trade with these countries tends to help along the pro-
cess of expressing the national personality of the countries concerned.

Furthermore, the domestie situation in a conntry tends to respond to
trade by producing more in relation to demand, by having its prices

89-57T—6S
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bear some relation to costs, and to take more into account the tastes
and desires of the consumer.

This tends to introduce a certain diversification into the economic
life of a country and to weaken the overall control, the monolithic con-
trol of the Communist Party over all phases of national life.

Now, naturally, the question of trade with Communist countries does
raise a whole series of questions, some of which are very important,
some of which are less important. Perhaps the most important one at
the moment is whether or not peaceful trade with these countries makes
it easier for them to trade in military goods with North Vielnam,

I would say that our answer would be that it did not, that there is a
sharp distinction between the production of military items and the spe-
cific needs of a given country, and that no denial of peaceful trade with
any of these countries, particularly the Soviet Union, would have the
slightest effect on their ability and willingness to supply military items
to North Vietnam.

I also think it should be mentioned that trade is a two-way street. I
understand that our trade with Eastern Europe as a whole, including
the Soviet Union, is ronghly balanced. You cannot shut off trade to
the Eastern European countries, including the Soviet Union, without
at the same time harming the American exporter and businessman who
is engaged in what we would eall legitimate trade.

Mrs. Kelly mentioned the fact of the great growth of Western
European trade with Eastern Europe, which is indeed a fact. It is
true that we are falling behind. I would agree with that statement
and I believe we would on the whole favor the removal of the existing
restrictions that still operate on peaceful trade with the Soviet Union
and with some other Kastern European countries.

I remember before the war, when the recognition of the Soviet
Union in 1933 came about, one of the first things we did was a nego-
tiation of a trade agreement with them.

The only quid pro quo we could get then was a Soviet commitment
to buy specific quantities of goods in the United States because you
simply did not have the commercial element in the picture which would
lead to a balanced trade.

I personally think that trade is a normal thing, regardless of the
organization of a country’s society. I must say I am in very full
agreement with the statement which was made by the three Secretaries,
of State, Defense, and Commerce. I think about a year and a half ago,
that “Your government regards commerce in peaceful goods with the
countries of Eastern Europe, including the Soviet Union, as com-
pletely compatible with our national interests.”

Now, I think with your permission I will turn to Mr. Solomon to
deal with the economic and technical aspects of this trade.

Mrs. Kerry. Mr. Ambassador, will you be able to stay here through
this morning '

Ambassador Bouren. Yes; I will be here.

Mrs. Kerry. We would hope to question you on various policy ques-
tions and reserve questions relating to the Mutual Defense Assistance
Control Aet and the Mutual Security Act for Mr. Solomon.

Ambassador BornvLex. He is much more familiar with that than T am.

Mrs. Kerry. Mr. Solomon, you have a rather long statement here, 15
or 20 pages. Could you summarize it for us? y
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STATEMENT OF HON. ANTHONY W. SOLOMON, ASSISTANT
SECRETARY OF STATE FOR ECONOMIC AFFAIRS

Mr. Soromox. I could if you wish.

Mrs. Kerry. I think that would be preferable because there are many
questions the members of the committee would like to address them-
selves to.

We will at this point put your entire statement in the record.

(The statement follows:)

STATEMENT oF HoN., ANTHONY M. SOLOMON, ASSISTANT SECRETARY OF STATE FOR
BEcoNOoMIC AFFAIRS

I understand you would like me to summarize briefly at the outset the re-
sponsgibilities of the Department of State relating to East-West trade as they
are set forth in existing legislation, how we are carrying out these responsibilities
and what problems we have encountered. After I have provided you with this
summary, I shall be glad to answer your questions on these matters or on more
general aspects of East-West trade,

In terms of the State Department's operating responsibilities, the two most
significant pieces of legislation are the Mutual Defense Assistance Control Act
of 1951, or the Battle Act, and the Mutual Security Act of 1954, as amended (22
U.8.C, 1934).

THE BATTLE ACT

The Battle Act represents an authoritative statement of United States policy on
the control of strategic trade with Communist countries, The language of Section
101 of the Act makes it clear that our objective is an embargo to Communist
countries, not only by the United States but by other cooperating countries, on
the shipment of arms, atomic energy materials, and items of primary strategic
significance used in the production of arms.

The Battle Act has served as the underpinning for our negotiation with other

countries of strategic controls by them in parallel with U.S. strategic controls.
It provides the basis for U.S. participation in the cooperative multilateral stra-
tegic embargo program that is maintained through the 15-nation Coordinating
Committee, or COCOM, although the formation of that Committee in 1950 ante-
dated the Battle Act.

The Act also includes a sanction—the termination of all military, economic,
or financial assistance to any nation that fails to embargo designated strategie
commodities to the Soviet Union and the other Communist countries covered by
the wording of the Act. Because the sanction is so severe, the Act itself in Section
103(b) provides carefully defined authority to the President to make exceptions.
This authority permits the President, under certain ecircunmstances, to direct the
continuation of aid to a country even though that country “knowingly permits"”
a shipment of a listed commodity to take place. This Presidential aunthority does
not extend to shipments of arms or atomic energy materials.

Presidential determinations have been made from time to time pursuant to the
iliscretionary authority provided in the Act, and have in each case been reported
to the designated Congressional committees including the Committee on Foreign
Affairs, Aid has not been terminated to any country under the Battle Act, al-
though the Act has served as a bar to the initiation ef aid programs in certain
cases until it was possible to determine that the requirements of the Act were
being met. We believe, as a general matter, that the willingness of the President
to exercize discretion in administering the Aet has strengthened rather than
weakened the hand ef the Department of State in negotiating controls with other
nations.

I should make it clear that the Secretary of State wonld have responsibility
for negotiations on strategie control policy whether or not there were a Battle
Act, but there are particular responsibilities set forth in the Act. Briefly, the
duties of the Battle Act Administrator include the following :

1. The listing of commodities which in the Administrator's opinion after con-
sultation with other agenecies require inclusion on the Battle Act strategie
lists;
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2. Negotiating acceptance of an embargo policy for Battle Act items by coun-
tries which are, or which are expected to become, aid recipients within the
meaning of the Act;

3. Making recommendations to the President with respect to the continuation
of aid to countries making shipments of thos=e commodities for which such dis-
cretion is permitted to the President ;

4. Reporting to designated Congressional committees on all determinations
made under the Act and on the status of trade with Commuuist areas of coun-
tries for which determinations have been made ;

9. Making available technical advice and assistance on export control pro-
cedures to other nations desiring such assistance :

6. Coordinating those activities of the various United States departments and
agencies concerned with security controls over exports from other countries,

The Secretary of State is designated by the President as the Battle Act Ad-
ministrator, The Assistant Secretary of State for Economic Affairs performs the
duties of the Administrator by delegation and serves as chairman of the Economie
Defense Advisory Committee, which has representation from the Department
of Defense, Commerce and Treasury, the Atomic Energy Commission, the Central
Intelligence Agency, and such other departments or agencie s may have an
interest in particular questions. This Economic Defense Advisory Committee has
a subsidiary Executive Committee which considers questions net requiring res-
olution in the Advisory Committee, It also has two active working groups: one
dealing with changes in, or interpretations of, the Battle Act strategic list: and
the second dealing with enforcement and transshipment questions having an inter-
national aspect. The agency representation on these working groups is drawn
from the EDAC agencies which have the most active interest in the matters com-
ing before the working groups.

MUTUAL SBECURITY ACT

The second legislative provision having special importance from the sandpoint
of this Department’s operating responsibilities is Section 414 of the Mutunl
Security Act of 1954, That Section authorizes the President to control, “in
furtherance of world peace and the security and foreign policy of the United
States”, the export and import of arms, ammunition, and implements of war,
other than by a United States Government agency. The President has delegated
his functions under this Act to the Secretary of State, including the authority
to designate those articles considered to be arms, including technical data related
thereto. Those designations require the concurrence of the Secretary of Defense.
The Office of Munitions Control of the Department of State also consults closely
with the Department of Defense in its licensing actions.

From the standpoint of East-West trade, the operations under the Mutual
Security Aect have the effect of assuring an embargo on arms exports to Com-
munist countries. We have also prohibited imports of arms from those countries.
This control complements the export control responsibility of the Atomie Energy
Commission for trade in atomic enmergy materials, and of the Department of
Commerce for exports of most other commodities.

These three export control regimes—of the State Department Office of Muni-
tions Control, of the Atomic Energy Commission, and of the Department of Com-
merce—assure the prevention of exports from the United States of strategic goods
covered by the international strategic trade controls required by the Battle Act.

I would like to point out that, while the responsibility for administering the
Export Control Act is delegated by the President to the Secretary of Commerce,
the Department of State performs an important advisory funetion under that Act.
Section 2 of that Act sets forth the policy of Congress that export controls shonld
be used to the extent necessary to protect the domestic economy, to exercise vigi-
lance from the standpoint of the significance of exports to the national security,
and “to further the foreign policy of the United States and to aid in fulfilling its
international responsibilities.”

Our advice on the latter aspect of Export Control policy is given through the
interdepartmental Advisory Committee on Export Policy which includes other
executive branch agencies which the Department of Commerce normally consults,

TRADE WITH CUBA AND NORTH VIET-NAM

Section 620(f) of the Foreign Assistance Act of 1961, as amended, prohibits
any assistance under that Act to Communist countries, unless the President




makes certain findings. The Presidential diseretion to extend aid subject to
such findings has not been exercised. Accordingly, there are no aid programs
for any Communist country, including Yugoslavia.

In addition to prohibiting aid directly to Communist countries, other provi-
sions of the Aet prohibit aid to any countries, Communist or non-Communist,
that trade with North Viet-Nam or Cuba.

Section 620(a) (3) of the Foreign Assistance Act prohibits assistance under
that Act to any country that fails to take appropriate steps to prevent ships
or aireraft under its registry from transporting anything to or from Cuba.

Section 620(n) of the Foreign Assistance Act prohibits assistance under that
Act or any other Aet and prohibits sales under Public Law 450 to any country
which provides or transport anything to or from North Viet-Nam.

Sections 107(a) and 116 of the Appropriation Act prohibit assistance under
the Foreign Assistance Act to any country which provides or carries to Cuba or
North Viet-Nam any strategic goods including petrolenm products,

Finally, Section 107 (b) of the Appropriation Act prohibits economic assistance
under the Foreign Assistance Act to any country which “sells, furnishes, or
permits any ships under its registry to carry items of economic assistance” to
(tuba or North Viet-Nam.

Taken together, these provisions have the effect of prohibiting any programs
of assistance under the Foreign Assistance Act to any country which exports any
zoods to North Viet-Nam or Cuba or which has ships or aircraft under its
registry engaged in trade with either of those countries. With respect to
North Viet-Nam, these provisions extend the ban to cover any sales programs
under P'L 480 to any countries engaged in trade or shipping with North Viet-Nam.

Section 103 of the Food for Peace Act of 1966 (80 Stat. 1527), extends the ban
to cover nations having trade and shipping with Cuba as well as with North
Viet-Nam, However, this Section includes a provision permitting the President
to determine that sales agreements are permissible in the national interest if the
trade with Cuba involves nothing beyond “medical supplies, non-strategic raw
materials for agriculture, and non-strategic agricultural or food commodities.”
This waiver authority does not apply in the case of trade with North Viet-Nam.

Needless to say, the ATD program has been carefully administered in accord-
ance with these provisions. There are no programs involving Foreign Assistance
Act or Food for Peace funds for any governments trading with North Viet-Nam.
There are no aid programs for any governments trading with Cuba or having
ships in trade with Cuba. There has been a Presidential determination resulting
in an agricultural sales program for Morocco, the determination being taken
in the light of sales by Moroceo to Cuba of non-strategic raw materials for
agriculture.

These provisions, moreover, have been the legislative basis for extended and
intensive diplomatic efforts to persuade other free world countries to remove their
ships from the Cuban and North Viet-Nam trade. We have had a large measure
of snecess in these negotiations. In the case of North Viet-Nam, the shipping has
been reduced to a hard core of vessels operating only in East Asian waters,
registered in Hong Kong, but under effective Chinese Communist control, plus
an occasional voyage by a vessel under the registry of Cyprus, Malta, or Italy.
Arrivals in North Viet-Nam averaged only six per month in 1967.

In the case of Cuba, the reduction has not been so dramatie, but it has been
snbstantial. In 1964 there were 304 calls by free-world ships at Cuban ports; in
1965 there were only 290 such ecalls; in 1966, 224 ; and there were only 217 during
1967.

Before leaving the Food for Peace Act provision, I would like to point out for
the Subcommitiee that in practice the impact of the Section 103(d) (3) ban on
trade wtih Cuba falls on Yugoslavia, Yugoslavia is the only country otherwise
eligible for PL 480 purchases that is precluded. It has no trade or shipping what-
ever with North Viet-Nam but its ships eall at Cuba and carry commercial cargo
not subjeet to Presidential waiver.

I should note the inconsistency in the legislative treatment of third country
trade with North Viet-Nam. The Foreign Assistance Act bans aid, PL 480 sales,
and other assistance to any country that trades with or transports goods to or
from North Viet-Nam “so long as the regime in North Viet-Nam gives support to
hostilities in Sonth Viet-Nam." The Export-Import Bank bill in both the Senate
and Honse versions now under consideration has a similar thrust. That is, it
hans Export-Import Bank transactions with countries whose governments trade
or aid nations that are “in armed conflict” with the United States, But the Food
for Peace Act in Seetion 103(d) (3) bans sales to third countries trading with
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North Viet-Nam so long as North Viet-Nam is “governed by a Communist re-
gime”
TRADE EXPANSION ACT OF 1962

This Act is not administered by the Department of State but I would like to
lention provisions which are of special interest to us. Section 231(a) of the
Trade Expansion Act of 1962 (19 U.8.C. 1861(a)) directed the President, as
soon as practicable, to suspend, withdraw, or prevent the application of conces-
sions, including reductions or maintenance of duties proelaimed in earrying out
any trade agreement with respect to produets of any country or area dominated
or controlled by communism. The effect of this directive is to prevent the exten-
sion of non-discriminatory tariff treatment to Communist countries, The only
exception to this directive is through Section 231(b) of the Trade Expansion Act,
which authorized the President to continue such non-discriminatory tariff treat-
ment for any Communist countries which were receiving trade concessions as of
December 16, 1963. The only Communist countries receiving such eonecessions
then were Poland and Yugoslavia. Pursuant to Presidential determination, most-
favored nation trade treatment has been continued for those two countries.

As you know, this Administration proposed to the 8th Congress the enactinent
of an East-West Trade Relations Act that wonld authorize the President to
negotiate commercial agreements with individual Eastern European nations
when he believed this to be in the national interest. These agreements would
extend non-diseriminatory tariff treatment in return for equivalent benefits to
the United States. In his Beonomic Report this vear the President again urged
the Congress to provide the necessary authority to expand trade with the coun-
tries of Eastern Europe and the Soviet Union. We recognize, of course, that
such legislation raises serious issues at this time in the view of gome members
of Congress.

EXPORT-IMPORT BANK ACT

I do not believe it is appropriate for me to discuss in detail the Export-Import
Bank Act, which is still under consideration by the Congress, since you will be
calling witnesses from the Export-Import Bank iteself. I would simply point
out that if this Aect is extended in such form as to preclude participation by the
Bank in financing exports to Eastern Europe, it will be a serious limitation on
the President’s policy of encouraging non-strategic trade with those countries
on a normal commercial basis. It will virtually rule out any possibility of
increasing the volume of our exports to that area at a time when we are hopeful
of getting the greatest possible assistance to our balance of payments problem
from enlarging our favorable mechandise trade balance.

JOHNBON ACT

This Act is administered by another agency—the Department of Justice-
but in general the Johnson Act (18 U.S.C., Seec. 955) prohibits certain financial
transactions by private persons in the United States involying foreign govern-
ments which are in default in the payment of their obligations to the United
States. The prohibited transactions include the making of “loans” to, and the
purchase or sale of “bonds, securities, or other obligations” of, a foreign govern-
ment which is within the statutory category.

The U.S.8.R. and all the countries of Eastern Europe with the exception of
Bulgaria are governments in default in the payment of their obligations to the
United States within the meaning of the Johnson Act. Yugoslavia is a member
both of the International Monetary Fund and of the International Bank for
Reconstruction and Development and is thereby exempted by the terms of the
Johnson Act, as amended, from the prohibitions therein,

The Attorney General has ruled that the Johnson Act does not prohibit exten-
sions of eredit “within the range of those commonly encountered in commercial
sales of a comparable character.” The Attorney General has also stated that
the scope of the Johnson Act should not be measured in terms of distinetions
among the various forms of financing export trade. He determined that finaneing
arrangements lie beyond the scope of the Johnson Act “if they are directly
tied to specific export transcations, if their terms are based upon bona fide busi-
ness considerations, and if the obligations to which they give rise ‘move exclu-
sively within the relatively restricted channels of banking and commercial
credit’.” (42 Op Atty Gen No. 27) Under Sec. 11 of the Export-ITmport Bank
Act of 1945, as amended (12 U.S.C., See. 635th), transactions in which the
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Export-Import Bank participates are exempt from the provisions of the Johnson
Act.

The effect of these interpretations is to clear the way very substantially
for private financing of trade with Eastern Europe, although there is the fact of
the preference on the part of private financing agencies for government guaran-
tees or insurance—which goes back once again to the question of the Export-
Import Bank legislation.

OTHER ABPECTS OF INTERNATIONAL CONSIDERATION OF EAST-WEST TEADE

Apart from the negotintions and activities that stem from the specific legisla-
tive provisions I have outlined, there have been discussions of East-West trade
issues in ceveral international forums,

The Committee of Economie Advisors of the North Atlantie Treaty Organiza-
tion regulariy reviews general economic developments in European Communist
areas and coordinates efforts to improve the bilateral economic and other con-
tacts of member countries with Eastern countries. In addition, the NATO Com-
mittee has considered special problems, such as the control of wide dinmeter oil
pipe sales to the Soviet Union and the question of credit policy in East-West
trade. The NATO is the forum in which we explore with our allies important
aspects of our Bast-West policies—such as Cuban or North Viet-Nam policies—
including the trade aspects of such policies.

The Organization of Economie Cooperation and Development (OECD) has
begun a discussion of means of inereasing non-strategic East-West trade. A
working party met in September 1967 to review members’ trade policies in an
effort to identify obstacles both in the East and the West. The discussions will
continue in 1968 and will probably concentrate on trade effects to be expected
from economic reforms going on in Eastern Europe, the specific effects on trade
of particular obstacles or of their removal, prospects for industrial and technical
cooperation, future trade trends, and the role of prices in trade between market
economies and state trading countries,

During 1967, discussions of ways to increase East-West trade were continued
in the Economiec Commission for Enrope. At its 22nd session in April, the ECE
agreed on a declaration which, among other points, stated the following: “The
member conntries of the BECE shall continue their common efforts towards the
expansion of trade and to this end shall seek to remove the economie, admin-
istrative and trade policy obstacles to the development of trade.” Following the
lines of the resolution, a group of governmental experts met in October to pre-
pare practical proposals for the removal of economic, administrative and trade
poliey obstacles to the development of trade, That session was less than wholly
sueeessfol becanse some of the Eastern European countries pressed for resolu-
tions obliging Western countries to extend both unconditional most-favored-
nation tariff, and non-diseriminatory quota, treatment in all cases. Some progress
might still be possible in sneh discussions if an approach of objective analysis
conld be maintained.

CONCLUSION

In conclusion I would like to emphasize that within the framework of appli-
cable laws, we intend to continue to carry out our responsiblities for negotiating
adequate multilateral controls over strategic trade on the one hand, as well as
for encouraging non-strategic trade with Eastern Europe and the Soviet Union
within the intent of the President’s policy, on the other hand. We do not have in
mind speecial favors to encourage Hast-West trade, We propose only to make it
possible for peaceful trade to be carried on without special burdens or encum-
branee on our side when American companies find it to their advantage to engage
in such trade. At this peint in time while we are engaged in hostilities in Viet-
Nam, the atmosphere is clonded. But it is clear that it is in our long-run interest
to encourage peaceful contacts with the countries of Communist Europe. In-
creased trade and commercial relations ean be a foree for constructive change in
these countries and give them a greater stake in maintaining peaceful relations
with the free world.

Mr. Soromon. The two most important pieces of leeislation which
the State Department has responsibility for are the Battle Aet and
the Mutnal Seenrity Act of 1954.

The Battle Act represents a very logical. coherent, and oreanized
piece of legislation, We attempt to use all our influence and all meas-
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ures appropriate to prevent third countries, as well as the United
States, of course, from trading in strategic goods with the Communist
countries in the world. Its thrust is entirely at strategic goods. It is on
the basis of this act that the United States participates in COCOM
which has, also, an international list of prohibited embargoed items,
and there are continuous revisions. Every year there is an annual re-
view in COCOM that takes account of technology changes. Certain
items are added to the list : other items may be deleted ; other items are
clarified.

I think the act has worked very well. The intent of the Congress has
been very clearly met and we have had, I think, a very satisfactory
observance by other countries of the embargo list.

Turning to the Mutual Security Act, this act is quite a simple one.
It basically provides for the export control of arms, ammunition and
implements of war by private individuals from the United States.
The Secretary of State has the responsibility and it has worked quite
simply and clearly. It is an operational problem and we do not have
any particular problems that arise from the operation of that act.

Now we get into other areas, though, when we turn to this question of
trade with Cuba and North Vietnam which comes up in both the
Foreign Assistance Act, the Foreign Aid Appropriations Act, and also
in the Public Law 480, the Food for Peace Act. There we get into a
series of amendments and provisions, some of which are more severe
and more embracing than others, and there are a few inconsistencies.

The thrust of all these different provisions and amendments to these
three acts that T have just mentioned are to try and prevent third coun-
tries from trading in peaceful goods with Cuba and North Vietnam. I
want to emphasize that. Tt is not a question of strategic goods. The
thrust of all these provisions is to try and prevent, deter, penalize, third
countries from trading in goods with Cuba and North Vietnam, or
having ships go to those countries.

Now, the legislation, I think, has had a mixed series of results. There
are some specific cases where we believe it has been successful in its
deterrent effect—a few specific countries that depend heavily on as-
sistance from the United States. Of course, the deterrence leverage the
Congress has provided for is that there should be no economie assistance
under certain conditions, or no Public Law 480 assistance, et cetera.

Now. there are a few countries, as I say, where T feel this has been a
factor, but it has probably only been countries who had very minor
frade before, and who are heavily dependent on assistance, who have
discontinued.

The free world trade with Cuba has continued, most of it bheing
major allies who do not receive assistance from the United States, and
the free world trade with North Vietnam has declined. Tt never was
verv large in the first place. It is running now at about $8 million a vear.
I think it was running around $12 million 2 or 3 years ago. Their ex-
ports run around $20 million. Their exports are mostly coal and a min-
eral called apatite which mostly go to Japan, and the free world
exnorts to North Vietnam have to do with—there are some textiles.
fhere are some simple, manufactured consnmer eoods and there has
heen some petroleum of Communist Chinese oviein carried on Hone
Konea reoistered vessels. That is about the only thing that ecould be
ealled semistrategic, '
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You have got a curious situation, it seems to me, Qur programs on
strategic goods have been generally successful. If you look at our post-
war experience, our economic denial programs on peaceful goods have
generally not been successful, simply becaunse there are so many coun-
tries in the world that can supply these goods.

There has been, I think, more success in the case of Cuba in a certain
sense. First of all, there has been the solidarity feeling of all the coun-
tries in the Inter-American system who have cut off trade and com-
munications and relations with Cuba with the partial exception of
Mexico. This is provoked, not because Cuba is a Communist country
primarily, but because of its subversion programs running to Latin
America.

On the other hand, trade with the major European countries has
continued, of course.

I think that our own denial program on the export of U.S. goods to
Cuba has had a significant adverse economic impact on the Cuban
economy simply becaunse of their prior heavy dependence upon U.S.
machinery, 11.S. spare parts, et cetera.

In my statement I called attention to one relatively small point, but
I find it an interesting one: The inconsistency between two pieces of
legislation in the economic denial area.

I believe in the Foreign Assistance Act and the new Export-Import
Bank legislation that is coming out it says, that no assistance should be
given to third countries who furnish goods to North Vietnam or whose
ships ply that trade while North Vietnam is in armed conflict with the
United States.

In the Export-Import Bank legislation that is coming up. it is a
more general formulation than in the Foreign Assistance Act, But in
Public Law 480, assistance is denied as long as North Vietnam is
governed by a Communist regime.

I assume the intent of the Congress was more along the lines of the
former formulation than the latter formulation.

Mr, Frenineruysen. It doesn’t make much difference at this stage
anyway, does it ? Aren’t you worrying about something down the road?
If hostilities should cease and a country remains Communist, there
would be freedom in one case and still a prohibition in another. Is
that your point?

Mr. Soromox. That is the practical effect, sir, but there is also, it
seems to me, a posture effeet. The President has made it clear fre-
quently that our efforts are not to change or overthrow the Govern-
ment in North Vietnam. I think there is, therefore, an inconsistency
between the second formulation and the formulation of our policy
on North Vietnam,

Continuing, I think these are the major points of my statement,
Mrs. Kelly.

Mrs. Kenny, Could you elaborate a bit on your statement regardine
inconsistency ?

Mr. Soromon. I think inconsistency is apparent. It is not our in-
tention to continue the war—the President has made it clear—we
are not continuing our efforts in the defense of South Vietnam in
alliance with South Vietnam in order to bring about any change in
the Government of North Vietnam and, therefore, it seems to me that
the formulation of Public Law 480 is very different. from the formula-
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tion in the Foreign Assistance Act. In terms of posture and policy,
it is somewhat of a departure.

Mr. Frecixemuvyses. You are not suggesting that our denial of
food or surplus commodities to third countries if North Vietnam has
a Communist regime, is going to result in meaningful pressure on
North Vietnam?

Mr. Sovoaron. No.

Mr. Frecinenuysen. Then what difference does it make? Of course
there are semantic differences and we might have an adjustment but
I don’t see how the result would be any different.

Mr. Soromon. The operational result while the hostilities continue
is no different,

Mr. Frecineuuyses. Why should we hypothesize about what would
develop after hostilities ended ? Even though hostilities end, what dif-
ference would it make if what we are doing is prohibiting assistance
to third countries which trade with North Vietnam, if they have a
Communist regime?

Mr. Soromon. Well, my point is, sir, once the hostilities end, under
the Foreign Assistance Act you will be able to resume assistance to
third countries that sell goods to North Vietnam.

Mr. Freuinenuysex. Even if it has a Communist regime. Yet

.

under food for peace you would not be able to give aid. But I don’t
know why you are arguing for a change

Mr. Sorosrox. I am not arguing for a change, but pointing out an
inconsistency. ' :

Mr. FreLincauysex. You are saying it represents something which

is not the policy of this country since President Johnson has reiterated
that we are not trying to change the nature of the regime in the north.
The food-for-peace legislation certainly indicates Congress would like
to see a change in that regime. I don’t think it interferes with national
policy. I think if an effort were made to eliminate the inconsistency, it
might be to tighten up the ban on aid of any kind to a country which
trades with Communist North Vietnam, whether or not they are in
conflict with us, rather than what You are suggesting—that so long as
there is no conflict we ought to be able to give either food or aid to
third countries which are trading with Communist North Vietnam.

I don’t know why we are dwelling on this. It is too far down the
road to be meaningful.

Mrs. Kerny., Did you finish summarizing your statement, M.
Solomon ?

Mr. Soromox. T think I have summarized the main parts of it. I
think that completes the meaningful part of the statement.

Mrs. Kervy. 1 was delighted to hear you say that the Mutual Defense
Assistance Control Act was logical and coherent. I was also glad to
hear you say that it worked well. I was one of the original sponsors of
that law and I have found it abused, on occasion. even by people in
our own Government. I am, therefor, delighted to find out that in the
past few years everybody has been very satisfied with this law.

I have two short questions before T call on Mr. Frelinghuysen. One
is, How do political advantages grow out of trade?

Ambassador Bonrex. T think trade with Eastern European coun-
tries who have been deeply associated and in the past ecompletely sub-
servient to the Soviet Union pushes along a historical process that
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I think you can see taking place in Eastern Europe. That is the re-
emergence of the personalities of these countries. The Polish per-
sonality, the Rumanian personality and, eventually I suppose, the
Hungarian and the Czechoslovakian. I think it is always in our in-
ferests to have countries operating on the basis of their own interests
and determining their own policy and not having it dictated to them.

Also I mentioned perhaps a secondary consideration, but one which
could have importance for the future and that is the very fact that
they are engaging in competition in foreign trade tends to weaken
the strength of the Communist parties in these countries. They have
to respond to the needs of the market and the wishes of the consumers
which tends to make them more flexible rather than directed from one
center.

You have already seen that happen in the case of Yugoslavia, which
has gone very much further down this road than anybody else. I be-
live I am correct in saying that in Yugoslavia the Communist Party
no longer has a monopoly of political power that it used to have and
still does in most of the other Central European countries.

To sum it up, I would say it seems to be in accordance with a his-
torical trend which we feel in the long run is in the interests of the
[Tnited States, the breaking up of the monopoly controlled by one
center. It also could have the effect of certain modification of the
system and giving a little more freedom to the economic institutions
of the country to operate without the total control of the Commumnist
Party of that country.

Mrs. Kery., Well then, do you feel that trade will shore up the
Communist regimes that already exist?

Ambassador Bourex. No, T do not. I think the effect has been on the
whole the oposite. When I look back on periods of so-called serious
detente, it always seems it was a cause of more concern to the Com-
munist authorities. By their very nature, when they are in their pristine
form the way they nsed to be, everything is totally controlled from
one center. The influence of any other factors from outside tends to
weaken that structure. T do not feel that it shores them up very much.
As T said also, trade is a reciprocal thing and American businessmen,
American exporters, will benefit from it. The other country may bene-
fit from the point of view of trade, but I do not feel it shores up the
system at all. T think the effect would be the contrary.

Mrs. Krrey. Could I conclude, then, that yon do not believe that
trade should depend upon political factors but should be based on
good, hard business considerations?

Ambassador BorrLey. I think this: T don’t think trade is ever done
as a favor, as T have ever understood it. T think people who are in
business are in business to show a profit and to make money and I
have never heard of trade being done out of pure sentiment.

Mrs. Krrry. Should the list compiled by the State Department un-
der the Mutual Defense Assistance Control Act be brought in line
then with the COCOM list ?

Ambassador Bomex. T will tell you, Mrs. Kelly, I am not too
familiar with the exact difference at the moment between the Amer-
ican list and the COCOM list because those have been modified over
the past vear, so T don’t know whether T could speak to that. I would
defer to Mr. Solomon on that.
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Mrs. Kevvy. Mr. Solomon, could you comment on that ?

Mr. Soroxox. What I would like to do is move in that general di-
rection over the long run, but do it on a case-by-case examination.
There have been some differences of opinion between us and om
COCOM partners on marginal strategic cases and those we might wish
to keep, you see, on our 17.S. embargo list. But, in general, where it is
peaceful goods, T think we are just hurting ourselves,

Mrs. Kerny. But not all of them are necessarily “peaceful.” For
example, I could refer to those things that have been taken off the list
in the past. As I remember, the first large group taken off the list
in 1954 included rubber and many other items which conld have heen
used for “nonpeaceful” purposes. I objected to that change at that
time.

I realize, of course, that not all people will agree about what con-
stitutes a “peacefnl” or a “nonstrategic” commodity. In 1966, when
President Johnson relaxed some export controls on approximately
400 items which included clothing and other consumable goods, come
people thought that he was going too far. On the other hand, T have
heard some business people say that they are prevented by
control regulations from dealin
able for sale in Western Europe.

Now, you say that gradually we should take off some items from our
control lists? i

Mr. Soromox. The ones where all the technical people come to a

unanimons conclusion, that they should be off, then I think they
should be off.

A tremendous amount, of time is spent by the technical experts of

export
¢ in produets which are reaclily avail-

the Defense Department, the Commerce Department, and the CTA.
All these people work on this and unless there is unanimous agree-
ment those things are not taken off.

Now, there are always some items in the kind of modern tech-
nologieal world we live in where there is a dual use. you see. and

vou have to he careful and yon have to look at it in terms of the
individual situation, and also the needs of the destination where it
is going and form a judement. on these marginal cases,

Mrs, Krrry. Mr. Frelinghuysen.

Mr. FreniNcruysen, Thanlk vou, Madam Chairman.

Mr. Ambassador. you have already argued, I think very eloguently,
against economic denial on peaceful goods as a useful deviee for this
country and yet, there is, as yon know, extreme sensitivity on the TTill
toward such trade, especially T would suppose, with the Soviet
Union.

I assume you grant there is a considerable di
various countries that we g re talking about.

Ambassador Bonrex. Oh, yes.

Mr. Frerinenvysen, In other words, there might be more meaning-
ful reaction in a small country such as Yugoslavia or Poland, than
there would be in a big country. Or is your point of view broad enough
to include an impact in any country?

I would assume that as bio a country as Russia isn’t going to be much
inflnenced one way or another by the very small amonnt of trade she
wonld expect from us even if we should have a complete change of

fference regardine the
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heart, either because the Vietnam war ended or because there was a
change of feeling here, and the restrictions were lifted.

Ambassador Bouvren. T don’t think even in a smaller country—I
can’t think of any one offhand which is very dependent on trade with
the United States. Mr. Solomon, can you think of any country in East-
ern Europe where—— ;

Mr. Frecixauuyses. T don't suggest anyone is dependent. I assume
they are not. j

Ambassador Borrex. Where it would have a major effect on the in-
ternal functions of the country, the denials you are speaking of?

Mr. Frerinenuvyses. I assume, no matter what we did in the way of
liberalizing trade, it would not have much impact. You said, in effect,
as I remember, that anything we can do to enconrage a reassertion of
national personalities is good and therefore trade with these countries
.I:~ I!_'_':)(ll‘l.

Ambassador Bonrex. T think so, particularly in the smaller
countries.

Mr. Frevixguioysen. How can it have a signifieant impact on the re-
assertion of national personality one way or another, if our trade isn't
significant ?

Ambassador Bornren. Well, I think it is part of the others. If you
add the trade of Western Furope and the trade of all the free countries.
I think it might have a certain effect, but I think it is in line with the
general tendency that you see now—-

Mr. FreuineruyseN. But you are bringing in a very different fac-
tor. IT we were influencing the trade of the Western countries, I would
think it would be a very important factor. But, as Mrs. Kelly says, the
United States is simply an interested observer with respect to this in-
creasing trade between the Western countries and Eastern Europe,
and we have no control. One of our problems is that we have no control.
[sn’t the issue, should we remain on the sidelines, or should we let our
businessmen participate in what the Western businessmen are presently
doing?

It doesn’t make sense to me, I might add, for us to sit on the side-
lines and let these opportunities go by.

Ambassador Borrex, I don’t see why we should deny our business-
men the possibility of indulging in peaceful trade with these coun-
tries. I would think whatever effect it would have it would be on the
side of the favorable aspect rather than unfavorable political aspect.
It wouldn’t be controlling because it isn’t enough and I don’t think it
would be sufficient in any of the countries to be a very major factor,
but it would be in line with the type of development which I think
we would like to see.

Mr. Soromox. T think there is an additional point. Since we are the
leader of the free world, if we have one monolithic policy on this to-
ward all those countries of Eastern Europe, they tend to feel united
among themselves and on the defensive in regard to this policy. Even
thought I think you are right that it is primarily the trade of the rest
of the free world with those countries which is the significant level pry-
ing open the Iron Curtain and helping the identification of national
personalities, I think the psychological factor of our being there would
also contribute to that process.




88

Mr. Freuineuuysex. I am not sure I understand how we do regu-
late trade. This COCOM list is developed by 15 countries agreeing
among themselves on a voluntary basis what are to be considered strate-
gic goods. I assume from what has been said that the United State has
a mere restrictive point of view as to what is strategic than is repre-
sented by the COCOM list, is that right ?

Mr. Soroxmox. In our own unilateral embargo list, except where
licenses are given, we have a much more extensive coverage than the
other countries. The other countries, in their unilateral control list.
tend to coincide more or less with the COCOM list. The COCOM list, as
such, is kept confidential because this was the understanding—the way
the thing was started from the very beginning and democratic Zov-
ernments prefer that, but in practice the actual unilateral, the issued
control lists of the Western European countries tend to conform rea-
sonably, not exaetly, to the COCOM list.

Mr. FreLinenuysex. Does the United States have any restrictions
on the export of computers

Mr. Soromon. Oh, yes.

Mr. FreuiNenuysen. How can you control the use of a computer?
Can you keep strings attached to it and prevent it from being used
for a strategic purpose ?

Mr. Sorosmon. Yes.

Mr. FreLinguuysen. That will be a difficult thing to do.

Mr. Soromon. No, it isn’t apparently. All the experts agree, all the
experts on our side as well—if a computer is going to a particular fac-
tory—say it is going to a bank in a certain Communist country or it is
to be used in running a bank, or it is going to a railway, or to be used
in a government office on rationing, first of all, there are serv icing ar-
rangements whereby the service people from the factory who sold the
computer in the exporting country go in frequently. There are spare
parts arrangements, there are various kinds of continuing contracts,
apparently—and also the very characteristics of the particular com-
puter make it very suitable for a particular civilan use and not easily
usable at all for another use.

There is a general feeling as well that both through overt channels
and through intelligence channels, if that computer were taken out,
either physically or were changed, or began to be used for military
purposes, that in most cases we wounld know about it.

I assume there is always some possibility in a certain type of com-
puter in a certain type of situation that you would have the possibility
of military use of it, and that would then be in the category of a mar-
ginal case, the merit of which would be debated.

Mr. FreLineiuyseN. Assuming that the United States has eveater
restrictions on the export of computers, for example, than all the
Western European countries, do our restrictions in themselves prove
anything if the Eastern European countries, or the U.S.S.R., can got
the sophisticated equipment that we refuse to sell but which Western
Europe does export to Eastern Europe? In other words, what value
is there for us to adopt a different set of standards from what the
COCOM agrees to? Their trade seems to make meaningless the restric-
tions we impose on ourselves. '

Mr. Soromon. We are about 2 years ahead of the Western BEuro-
peans, roughly, in the technology of computers. That is a broad gen-
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eralization and obviously subject to the usual loopholes. Therefore,
where we are more advanced, more sophisticated in our technology,
there is some usefulness in our having a more extensive list.

Mr. FreLincHUYSEN. Is that the only difference?

Mr. Sovoron. 1f we are all making tlie same thing, then there is
1o advantage..

Mrs. Kerny. Mr. Solomon, before I call on Mr. Hamilton, I would
like to ask you, is the term “munitions” defined the same way in both
laws, the Mutual Security Act and the Mutual Defense Assistance
Control Act?

Mr. Soromox. I am not 100 percent sure of my answer, but I be-
lieve, Madam Chairman, that the Battle Act list is more extensive be-
cause that is not simply munitions and weapons and implements of
war in the Title I list. 1t is somewhat more extensive. Whereas, under
the other act where it is a more straightforward question of simply
the State Department licensing any munitions sale, I think that that
would be a clear and more limited set of products.

Mrs. KeLry. Then to return to the U.S. munitions list, who compiles
that list in the State Department ?

Mr. Sorosmon. There is an Office of Munitions Control.

Ambassador Bouren. It will come under me. It is under me now
and that I think probably is where it is done, where the list is issued.

Mrs. Keruy, Is there an internal departmental group which also
works on this problem ?

Mr. Soroaox. In consultation with Defense, on every single license,
I understand, but there is not a big interagency consultation; there
is no need. You don’t have these marginal interpretation cases that
you have in the Battle Act list,

Mrs. Kervy. Is there a plan to change this list ¢

Mr. Soroaoxn. No,

Ambassador Bourex. I haven’t heard of it.

Mrs. Kerry. You said before you felt that the State Department
prohibitive list should be brought in line with the COCOM list.

Mr. Soromon. What I said, Madam Chairman, is this: That the
Commerce Department list—I had understood your question—and I
am afraid there is a misunderstanding

Mrs. KerLy. T am speaking of the lists which are complied under
both laws. Tf we are going to restrict our businessmen from dealing
in commodities described on one list, with our allies, their business-
men, are subject to another list, then our businessmen may be at a
disadvantage.

Is there a plan whereby the restricted U.S. lists compiled under
our several laws, will be brought into line with the COCOM lists?

Mr. Soromon. The Commerce Department list, which is what vou
are referring to, which is now more extensive than the COCOM list,
there has been a continuing policy ever since it was first started of
continuons examination of the list to see what items should be added,
what items should be deleted.

The President made clear when he announced in October 1966,
that there were 400 items being transferred to general license, that
this policy of case-by-case examination, and, where feasible. where
appropriate, switching from the validated license to a general license
would continue, and this has been done, but there is no plan to do
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anything differently than has been done in the last few years on this
which is these periodic examinations and the switchover.

Now, that is not the list that the State Department controls, The
State Department list is the munitions list, and a much simpler list.
This happens to be included as well, incorporated in the Battle Act list,
but it is a much simpler list. It is just what we think of normally as
straight munitions and implements of war. There have been none of
the problems that you are talking about in regard to businessmen
in this country being more disadvantaged in business than any other
country,

Mrs. Kerry. Mr. Hamilton.

Mr. Haainron. Let me ask a few rather basic questions,

What is the extent of our trade with the Soviet 1nion today in
dollars?

Mr. Soroaox. Exports are running around $60 million we believe,
and about $42 million imports. For previous years it was balanced at
around $45 million with the exception of 1934 when we had that hi
wheat sale,

Mr. Haaron. Was there a sharp increase last year in our exports
to the Soviet Union?

Mr. Sorosron. A modest increase. from 845 to $60 million.

Mr. Hasruron. And there is a favorable balance of frade situation.

Now, what is the situation with regard to Eastern European coun-
tries? What would be the total amount of trade to Eastern European
countries?

Mr. Soromoxn. For the Eastern European countries, including the
Soviet Union, it is $197 million. It is more or less balanced; $200
million.

Mr. Hammron. What is the trend? Ts that staying even or is it
increasing sharply each year?

Mr. Soromox. It is interesting to look at it country by country.
The trend with Poland shows a steady, modest increase. They sell
more to us than we sell to them, part icularly now that we don’t give
Public Law 480 or sell them Public Law 480. .

With the other countries we tend to have a favorable balance
normally.

There was until 1967, I would say, a fairly steady, modest increase,
but last year in 1967 the total trade did not increase. In fact it de-
clined. Eastern Europe, as a whole, declined.

Mr. Hamrron, How does this trend compare with the trade trends
of Western Europe and Japan with Eastern Furope?

Mr. Soromox. Those are increasing very sharply and continue to
increase. They are now running, I would c:z]cu]]ate——\\'c don’t have
the current figures—around $7 billion. The free world as a whole,
including the United States. We are minute in this. The free world
as a whole is running $7 billion currently, T would guess, each way.

For 1966, which is the last year for which we have definitive figures,
it was $6.5 billion exports and $6.6 billion imports.

Mr. Haxurow. Is it fair to say that the business communities in
Western Europe and Japan are moving hard into this area ?

Mr. Soromox. Very much so.

Mr. Hasruron. What is going to be the long-range impact on us if
we permit this to continue?
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Mr. Soromon. Well, we are denying ourselves a vast area of the
globe with a great potential for foreign trade.

You see, the thing that has to be recognized—and in this I may
have a slight difference of view with Ambassador Bohlen—it is all a
question of personal speculation, you might say, as to what the poten-
tial for trade is between the United States and Eastern Europe.

I agree there is not much potential in terms of manufactured con-
sumer goods. We would not, be interested in their goods, but we are
importing increasing quantities of metals from them. They sell us
quite a few metals which are in scarce supply in the world; platinum,
palladium, rhodium, titanium. These we would not sell to them. They
would be strategic.

There is an interesting shift in our own economy. We are rapidly
becoming less competitive in exports of simple manufactured con-
sumer goods to the world as a whole and more and more competitive
in basic agricultural products, and in highly sophisticated technology,
which is capital potential.

Now, therefore, there is a market both in raw materials—there is a
trade potential in raw materials, and in sophisticated goods between
us and Eastern Europe. So far what the Soviet Union is buying mostly
from us are agricultural raw materials, not sophisticated technology.

Mr. Hasminron. Are you saying to us there are certain metals, for
example, that they export to us that are vital for our economy ?

Mr. Soromon. Yes; they are very important to us.

Mr. Hayiron. And what would happen if that were shut off from
us?

Mr. Soromox, We would have some problems.

Mrs. Kerny, Where did we get them before we got them from
Russia?

Mr. Soromoxn. Platinum and palladium we have always imported
from the Soviet Union. The Soviet Union supplies about 50 percent
of the world’s supply of palladium. The only thing we have increased
recently in our purchase from the Soviet Union of metals is chrome
since we are not getting it now from Rhodesia. That is just chrome
though, and that is a minor factor. Our big metal imports are plat-
inum and palladium and metals in that family.

Mrs. Kerny. Did we get them from Africa at any time?

Mr. Soromon. Not in significant amounts.

Mrs. Keroy., In other words, we have always gotten them from
Russia ?

Mr. Soroxon. We seem to be using, first of all, more of those metals.
There are other countries in the world that supply small amounts of
those.

Mrs. Kerny. Could you name them #

Mr. Soromox. I can’t name them offhand, but I can supply that for
the record.

Mrs. Keroy. Without objection, that will appear at this point in
the record.

(The information follows:)

89-57T7T—6B88——T7
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In 1966, according to the Bureau of the Census, total imports of platinunm and
platinum group metals by country of origin were as follows :

Country : Value
Canada ]
Panama
Colombia
Argentina
Sweden

West Germany

Switzerland

Union of Soviet Socialist Republ
Gibraltar

Italy

Japan

Mr. Hasmruron. As I understand, there is no aid going to countries
dealing with North Vietnam? Is that generally correct?

Mr. Sovomon. That is generally correct.

Mr. Hamruron. Are there exceptions to it?

Mr. Soromon. I am trying to think of any. I don’t think there is.

Mr. Hasruron., May i say to you that point is widely misunder-

stood—at least in my part of the country, in Indiana. I just returned

from a week or so out there and there is a wide body of opinion that
thinks we are still extending considerable aid to countries d aling with
North Vietnam. It might be helpful if there were some statements to
that effect.

Mr. Soromon. Let me say this: We cut off our residual military as-
sistance programs in France and in the United Kingdom in early 1964
and an economic assistance program in Yugoslavia at about the same
time. These programs were terminated because the countries’ ships
were still in the Cuban trade. Although Hong Kong ships flying the
British flag were going to North Vietnam, the prohibitive provisions
had not yet been incorporated in the Foreign Assistance Act. In addi-
tion, the fact that Cypriot ships were going to Cuba and to North Viet-
nam was a factor in the terminating of a small economic assistance
program for Cyprus in late 1966.

There is no aid program that I know of anywhere, of any kind, to-
day, to any country that sells any kind of goods to North Vietnam
whatsoever.

Mr. Hamirron. Now, I am under the impression that these various
restraints on aid have been almost forced upon the administration by
the Congress and that you have very reluctantly accepted them. Why?

Mvr. Soromox. I will try to answer that and I think Ambassador Boh-
len would probably be interested m answering that also.

The history of these programs and the realities of each situation
have shown that the mtent of the Congress; namely, to deter these
countries, dissuade these countries from supplying North Vietnam
through this penalty, cannot be achieved. What happens is, as you saw,
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we have to eut off the program. They will not stop sending peaceful
goods in tiny amounts to North Vietnam. They prefer, if for no other
reason—and apparently it is a matter of sovereignty—they prefer to
see the U.S, assistance program terminated. Therefore, the intent of
the Congress is not achieved and you simply prejudice other foreign
policy objectives of the United States.

Ambassador Bourex. T would agree with that. The efficacy of these
matters doesn’t seem to be borne out by the past. I don’t know of any
country that has been deterred from trading with North Vietnam
because of the cessation of our aid.

Mr. Haminron. Isn’t the lack of assistance going into that country
a detriment to their own economy ?

Ambassador BoureN. Apparently not enough to cause them to
abandon the trading practices that brought the cancellation into
being.

Mr. Hamiutoxn. Do you think this is a hindrance to effective foreign
policy ?

Mr. Soromon. Generally speaking. I think there are one or two mar-
ginal cases involving Cuba where our denial program has not been able
to bring about a full cessation of trade, but a reduction in trade.

In regard to North Vietnam, I don’t know of a case—for example,
in these cases here that I just mentioned, Cyprus, the United Kingdom,
France, and the fourth one I mentioned was Yugoslavia—no, Yugo-
slavia has never sold to North Vietnam. That was because of Cuba we
terminated the program there. It was those three countries. Cyprus,
United Kingdom, and France. We terminated and they did not—even
though their trade was very, very small, they still did not stop their
trade.

Mr. Hasiuron. If I may ask one other question, Madam Chairman,
what has been the impact of these various restraints on the Eastern
European countries? How have they responded to these restraints?

Mr. SoroamoN. Which restraints are you talking about ?

Mr. Hayoron. The various restraints which prohibit any programs
of assistance to countries dealing with North Vietnam and Cuba.

Mr. Soromoxn. We never gave any assistance programs to the Commu-
nist countries of Eastern Europe so they are not directly affected.

Mr. Hayiuron. Even under Public Law 4807

Mr. Soromon. Well, Yugoslavia, because we have considered it in a
very separate category.

Mr. Haymuron. How about Poland ?

Mr. Soromox. Poland ? Right. I see your point, yes.

Mr. Hayron. I want to know how they have responded. What
problems has this created for us specifically with Eastern European
countries?

Mr. Soromon. On the food aid. you are right. I am not as familiar
with that part of it because the Polish desk would be a little more in-
volved in 1t, but certainly it did not contribute to the general foreign
policy objectives that we have vis-a-vis Poland. It was an adverse fac-
tor in our relationships,

Mr. Hamrurown. That is what T am trying to drive at. Why was it an
adverse factor ? What happened to make it such %
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Mr. Sorosmon. Well, other countries tend to feel that as iong as they
have national sovereignty, they have a right to conduct trade relations
with third countries as they deem to be in their own interests.

Mr. Hasrrron. That is all, Madam Chairman.

Mr. Derwinskr Mr. Secretary, I would like to be sure T understand
the point you have been emphasizing. Is the use of trade as a political
weapon a part of the administration tactics at this time ?

Ambassador Bonvex. I think it would depend on the circumstance.
I think we certainly would use it in a case like Cuba where Cuba is the
center of a lot of subversive activity throughout Latin America. We
would and do use it as a political weapon. We use it with regard to
North Vietnam and also with regard to North Korea and China. but
in Eastern Europe, given the circumstances there, I wouldn’t think we
would use it.

Mr. Derwinskr. In other words, it isn’t the nature of the govern-
ment; it is their immediate policies to which we must adapt, is that
what you are saying?

Ambassador Bonrex. Yes. T would say a country that isn’t par-
ticularly engaged in overtly hostile action towards the United States,
we wouldn’t invoke a political reason to limit the trade except for
things set forth by act of Congress where you limit certain assist-
ance to the countries that are trading with North Vietnam.

Mr. Derwinskr. Then how about the application of this policy to a
non-Communist country ? Let’s say a hostile nation such as Syria or
Egypt, which is involved in the Middle East crisis. Would you con-
sider our withholding of trade as a weapon we might use to good
advantage?

Ambassador Bourex. Well, T am not familiar with our trade
policy toward the Arab countries particularly.

Mr. Derwinskr. I am speaking of principle now. In other words, the
principle of using trade as a weapon.

Ambassador Borrex. Well, I don’t know that those countries have
been particularly hostile. Many of them broke off relations with us and
Iimagine some of the trade went along with that.

Mr. Derwinskr. Mr. Solomon, is 1t not a fact that prior to World
War IT when these Eastern European countries had legitimate govern-
ments, that their trade with us was basically small in proportion to
our total figure?

Mr. Soronxon. Yes.

Mr. Derwinskr So in effect then the market that you supposedly
seek is nonexistent?

Mr. Soroyon. It was small and I think it will still be small in terms
of our total trade. I didn’t mean to give any impression to the con-
trary, Mr. Derwinski. I just think that it could be significant. For
exanmple, let me give you some numbers. This is going out on a
limb and making estimates, but I would assume that the present $200
million total of our exports to Eastern Europe, if we were able to
regularize the trade with them, give the President the authority he
has asked for to give equal tariff treatment, I would assume within
a relatively short period of time—3 or 4 years—and if we could
have the Export-Import Bank financing normal commercial terms—
not long-term credit—I would assume that we could reach half a billion
dollars within a very short period of time.
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Mr. Derwinskr. This is in our exports to them. You mentioned
earlier that they produce very little that has a natural competitive
entree to our market.

Mr. Soromon. I think, you see, that we ean sell them more, and
they will buy more from us than they would sell to us. I don’t think
that they would insist on an exact balancing. Even though the Com-
munist countries tend to do a rough balancing, they will, as you look
at the case of the United Kingdom, France, and Germany, they will,
with some countries, run significant balance of payment surpluses or
trade surpluses, and with other countries significant trade deficits, so
that they could do as the Soviet Union did this year; they could
finance, you see, by some of the currencies they earn in Western
Europe: they could finance a larger purchase from uns than they sell
to us.

Myr. Derwinsgr. We seem to range almost without restraint from
the philosophical to the practical positions. Looking at the moral ques-
tion, how do you justify opening up the United States as an import
market for Polish hams, when the people of Poland are subject to nieat
rationing ? In other words, don’t we have any concern for the oppressed
captives of those countries, or doesn’t that enter into it?

Ambassador Boure~. I think you are opening up a very large
field there because, depending on what countries export, they often
export things that could be used at home. I think it is a very, very
Jarge field and it is difficult to give an absolute answer. I know in Soviet
history that there have been times when the Soviet Union was export-
ing grain when they had virutally a famine in the country. This was
back in the twenties and early thirties. But I don’t know how you are
going to implement a moral principle in trade matters. If the Polish
Government chooses to export hams instead of supplying them to their
people, they must think it is to their overall interests as a country or a
regime, and I don’t know how you would judge it.

Mr. Derwinskr. In other words, what you are saying is that they
are allowed to use political or economic strategy whereas all we want
is to seek normal trade. You permit them to have motivations far
beyond our motivations.

Ambassador Bonvrex. Well, T think the motivation of the Com-
munist regime is quite different than the motivation of the U.S. Gov-
ernment 1n these matters, and I think why we should have normal
trade, it would be in countries where they are not engaged in any
specifically hostile actions against us. T then think it 1s in our best
interests to let the trade go ahead. I think the long-term effect of
it will be, on the whole, beneficial to the United States.

Mr. Derwinskr. I want to be sure there is some element of consist-
ency in this position. Any government then, regardless of its nature,
that isn’t carrying on a hostile action against us or against one of our
allies, should be subject to any possible trade that is practical and
mutnally beneficial ? Is that a fair summation ?

Ambassador Bouren. I think it is if you only except the strategic
list, which we apply.

Mr. Derwinskr In other words, then, you are violating your own
policy by refusing to trade with Rhodesia ?

Ambassador Bonrex. I don’t believe we have a complete boycott,
have we?
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Mr. Soromox. We took the action of the U.N. Security Council.

Mr. Derwinskr. All right, Let’s take a look at the consistency of it.
Let’s take a look at the Soviet Union supplying to the Federal Govern-
ment of Nigeria, when we and the British have agreed not to supply
military equipment. Wouldn’t this be cause enough for us to assess this
as an obvious troublemaking, anti-free world activity, and stop all
trade with the Soviet Union ?

What do we tolerate and what do we not tolerate ?

Mr. Soromox. My personal view—and I think this has been a long-
held view in the executive branch, is that when you are talking about
people trading goods, which they can get from other countries in the
world, and you are talking about not long-term credit. but you are tall-
ing about commercial terms, or cash sales on both sides, that you are
achieving nothing by cutting off the trade: absolutely nothing, except
making a gesture back home here. You are cutting oft an area of useful
economic activity which is not terribly major, but our Government
works on the permise—and every government in the world—that trade
is useful to us and you are giving an impression of an unreasoning,
irrational hostility because we are one of the few governments in the
world that introduces political considerations into trade relations.

Mr. Derwinskr. But, Mr. Solomon, you pointed out earlier the type
of produet we presume would be competitive. We would assume then
that these Eastern European diet atorships, or the Soviet Union, or any
other country won’t make purchases from us unless our particular
product is competitive. To be competitive, we would have to lower our
price to drive the bargain. In other words, if they could get it else-
where, they might have to pay a higher price, which would be a drain
on their gold reserves or a drain on their hard currency.

Mr. SoroyoN. No: that isn’t so, sir. You know how complicated com-
mercial arrangements and dealings are. If we are competitive at our
standard price—I don’t know of any U.S. businessman who has ever
lowered his price to make a sale to Iastern Europe. On the contrary,
I think they tend to do rather well in those sales, and we are competi-
tive with many products and it would not be a question of lowering
price.

Mr. Derwinski. In your prepared statement, Mr. Solomon, you
referred to the responsibility of the State I Jepartment in advising the
Secretary of Commerce under the Export Control Act. Then at a later
point in your conelusion you pointed out very clearly that it is the posi-
tion of the department, and in the longrun interests of the United
States, to encourage trade with countries of Communist Europe.

Obviously your advice will coincide with your views so that your
advice at all times would be in the direction of agreeing to any trade
request rather than taking a hard look at the overall package.

Mr. Sorosox. I don't think that is true, sir, for this reason: I am a
firm believer in the Battle Act. I think it has been a great piece of legis-
lation and where it comes to denying st rategic goods, we depend upon
or rely heavily on the technical expertise of Defense and Commerce
and the Intelligence Agency, and we do not challenge the technical
expertise,
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Now. we want the Battle Act to function as effectively as possible.
We are constantly engaged in negotiations which are very difficult, with
other countries in COCOM, to try to make the COCOM list as effec-
tive as possible.

Now, if we have something that is clearly a peaceful goods item, I
think there is no question about it. The whole executive branch of Gov-
ernment is unanimous in this. I must say that I have been impressed by
how few are the cases in which there has been a difference of view
among the different agencies. You will have occasion to speak to them
yourself and youmight ask about that.

Mr. Derwinskr. Thank you.

Mrs. Kerry. Mr. Zablocki.

Mr. Zasrock:. Listening to your testimony and perusing your state-
ment, Secretary Solomon, I came upon this: The administrator of the
Battle Act program is the Secretary of State appointed by the Presi-
dent. However, you are, in effect, the acting administrator, and the
Chairman of the Economic Defense Advisory Committee, Within that
group you have the advice of other agencies such as Commerce, Atomic
Energy, and the Department of Defense.

The Committee, as I understand the matter, has two active working
groups; one dealing with changes in—reading from your testimony—
or interpretations of the Battle Act strategic list.

Now, what do you mean by “changes in”? Are you preparing
changes to be incorporated in the legislation ?

Mr. Soroyox. Each year there is a review in the COCOM of the
COCOM list, and then we change the Battle Act list to conform to
the changes in the COCOM list.

Each year we ask all the agencies of Government what new items
they want to put on this COCOM list; what items do they want to
delete from the list that they feel are no longer important, and what
items do they want to clarify, because problems of clarification and
interpretation always come up during the year. We in the State
Department do not have the technical expertise, so we rely heavily
on the other agencies. We reach a U.S. position which we give to our
delegation, and we negotiate in the COCOM to bring these about. This
is what we mean when we talk about changes.

Mr. Zasrockr. To what extent are the changes dependent on politi-
cal factors? I gather there arve some such factors that come into play.
Certainly the U.S. list is affected not only by decisions arrived at n
COCOM, but also by the unilateral policies of friendly countries.
For example, how will the U.S. list applicable to East Germany be
affected by what West Germany agrees to sell to East Germany? Is
our list influenced by the trade policy of the West Germans, or the

Sast Germans—does that come into play ?

Mr. Soromox. Not as much as you might think, sir, and for this
reason: You are talking about strategic goods so, therefore, the 15
nations who are members of COCOM get together, and each delegation
says, “We think that such items should be added, or such items should
be deleted, or such items should be clarified.” There is then an exchange
of technical papers as to why such an item has now become of primary
strategic importance, or such an item is no longer of primary strategic
importance.
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These are threshed out in the multilateral forum for all Communist
countries as a whole. There is no differentiation in the COCOM list
for one Communist country as against a Communist country. We
are talking about strategic items and agreement is reached.

Now, the U.S. list includes not only the COCOM items, but many
more, you see.

Mr. Zarrook It was brought out earlier that in some instances our
restricted commodities may not appear on a strategic list of another
country. Don’t we in such cases, tend to reclassify our items and re-
move them from our strategic list?

Mr. Soromon. No, sir. What happens is this: The clearly strategic
item is on the COCOM list in one form or another. You may have a few
cases where agreement could not be reached and, therefore, it is up to
the individual government to determine what the cutoff is, On the
clearly strategic items there is no question. The items which are mar.
ginal and where there is a difference of view and where agreement can-
not be reached—let’s say the United States proposed that 10 items
be added to a list and the other countries agree that only seven of those
be added to the list. We would still continue to exercise our full
licensing controls, our full embargo controls on those other three items
anyway.

Mr. Zasrockr. T believe you said, Mr. Secretary, that ours is the
only country which has polifical conditions for trade?

Mr. Soromon. I didn’t mean it in that sense, sir. In the ideological
sense, we have much more than other countries——

Mr. Zarrockr. Do we really? Rhodesia was mentioned earlier. Tn
that case, we joined Great Britain after they put on an embargo.

Ambassador Bonvex. It was the Security Couneil,

Mr. Zarrockr. Yet the Security Council does not see it our way on
Vietnam and you said it was a two-way street, the business of trade.

Let me say as one who was a cosponsor in 1950 of the Battle Act,
that in 1959, a short 9 years later, I felt that there was a need for some
rethinking and reviewing. T therefore joined with the then Senator
Kennedy, later President Kennedy, in sponsoring an amendment to
the Battle Act. I do think that legislation must change as the world
around us changes. At the same time, we ought to get a bit more hard
nosed in this trade field. We can’t go in two directions at the same time.

Ambassador Borrex. T would say the United States, as a rule, has
always sought to avoid political considerations in its trade policies.
I think this would be true. But, since the end of the war, because of
the ideological consideration, because of the fact we were engaged pri-
marily in the war in Korea and now in Vietnam, this has very heavily
influenced our thinking in this matter. I think to say everything being
equal and if you haven’t special circumstances like Cuba with sub.
versive activities in Latin America, or the Chinese with their vicious
hostility in the war, or Vietnam, or North Korea, or something of
this kind, if you haven’t that, we still try to hold to the principle that
trade should be free with the exception of those particular strategic
items which have been mentioned.

Would you agree with that ?

Mr. Soromon. Except where Congress does not feel we should give
equal tariff treatment to the other countries in Eastern Europe.
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Mr. Zasrookr. Of course, this would depend on other things being
equal. If we didn’t have the war in Vietnam, we may be able to
change some policies. Also we wouldn’t need NATO if the Soviet
Union was not a threat.

Madam Chairman, I certainly want to congratulate yon for hold-
ing these hearings, because this is a very important subject. We in
Congress have our problems with what is “strategic” trade and what
is “nonstrategic” trade. I think these hearings will help to clarify
this issue.

If T may ask just one final question; Mr. Solomon, you said: “We
do not have in mind special favors to encourage East-West trade.” Do
you mean to say that you will not suggest or urge equal tariff treat-
ment for the Eastern European countries?

Mr. Soromon. We believe in equal treatment. We do not consider
that a special favor.

Mr. Zasrockr. But you do not believe in special favors?

Mr. Soromoxn. Speeial favors? No.

Mr. Zarrockr. Yet you are in favor of equal tariff treatment?

Mr. Soromox. But that is not a special favor.

Mr. Zarrockr. What wonld you classify as a special favor?

Ambassador Borren. Rebates, subsidies.

Mr. Soromox. There could be long-term loans, which is a special
favor. Under certain conditions we have subsidized the export of
certain products, particularly agricultural products. I guess it is
primarily in the area of special financial arrangements that we were
thinking of that, in that context.

Mr. Zasrock1. Most of these Eastern European countries feel that
equal tariff treatment is the best treatment they conld receive from
us,

Mr. Soroyon. But we do not consider that a special favor.

Mr. Zarrockr. Thank you very much.

Mrs, Keruy. Mr. Findley.

Mr. Fixprey. Mr. Ambassador, if T recall your words correctly,
you stated it would be natural and proper for any country to seek
to be indepedent and in full control of everything within its territory.

Ambassador BorreN. I would agree with that.

Mr. Frxprey. Is that not the rationale that President de Gaulle
used to justify his action in causing the withdrawal of the NATO
integrated command from French soil ?

Ambassador Borrey. Let me state rieht off that we did not agree
with President De Gaulle’s analysis of the situation, but we never
questioned his right to do it. Fe has an independent country and has an
absolute right to do it. I think our differences would be that we didn’t
fee]l France was at all dependent even in the past and, therefore, if it
is not dependent, you are not regaining independence; you are just
continning to exert a right of independence. 1t she wishes to make a
decision with which we don’t agree, that is her right.

Mr. Fixprey. But President De Ganlle could make the valid point
that military forces on French soil were not under French command.
He could certainly substantiate that premise, could he not?

Ambassador Bonrex. Yes; that is true, in all the questions T would
just like to remind the committee that the reason for those troops being
put in France was at the request of the French Government in 1950 or
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1951. Tt is a chapter of history which has been revised. T don’t think
there is any contradiction between De Gaulle’s attitude and his act jon—
we fully recognize his right to do it—and my statement that on the
whole we believe each country should have similar rights to determine
its own destiny.

Mr. Fixprey. I would assume from that we shouldn’t deal too
harshly with De Gaulle upon that decision then.

Ambassador Bonrex. May I answer that I don’t think we have?

Mr. Fixprey. Mr. Brzezinski, who recently was in the Policy Plan-
ning Committee of the Department and quite a distinguished member,
in a recent book argued that our Government should use the carrot-
and-stick techniques in its relationships with Kastern Europe. What
could be used is MFN, long-term credits and such as that. He argued
that these carrots and sticks should be used for political objectives to
be given and to be withdrawn, depending upon the action of the
Eastern European countries,

Is that a reasonable policy for our Government, would you say?

Ambassador Bonwew. I think it would be a very hard one to imple-
ment, you know, to have the carrot and the stick. That is a very simple
sort of illustration. When you are going into this sort of stuft, it is very
difficult to know. You might suddenly decide you would grant a coun-
try all these things and then they would take an action you would
consider inimical to your interests and you would consider rescinding
them and they would say they would cease to stop and it would be a
very complicated thing to administer. Naturally, when you have Viet-
nam going on, I think this becomes a chief obstacle in the way of assign-
ment of “most favored nation” or any tariff agreement,

Mr. Fixprey. In the consideration of the Export-Tmport Bank leg-
islation I offered an amendment which was not accepted. Under it a
econdition for credits by the Bank would be an obligation upon the part
of the other country to see to it that every contract was covered by a
provision for impartial adjudication or arbitration of commereial dis-
putes and for protection of patent rights. This was not accepted, but
this was an effort I made in respect to the post Vietnam era to try to
bring the Eastern European countries into marketplace practices, Do
you have a comment?

Ambassador Bonrex. T will ask Mr, Solomon to speak to this.

Mr. Sorostox. We have sought, Mr, Findley, exactly the same ob-
jectives on arbitration, compulsory arbitration and third country adju-
dication, and the patent arrangements and all the others that you
mentioned. '

The way we proposed doing that was that this would be part of the
quid pro quo that we would insist upon in negotiating a hilateral com-
mercial agreement if the Congress were to give the President the au-
thority to extend equal tariff agreement——

Mr. Fixprey. But the President’s East-West trade bill. as 1 read
it, was not that explicit. Tt did list these as some of the items to be
considered, but it was not binding langnage; it did not make these
as absolute conditions of extending MFN. for example,

Mr. Soroxon. We made it clear, 1 thought, in the accompanying
message that this would be among our primary quid pro quo nego-
tiating objectives, Obviously there would have to be a certain amount
of flexibility from country to country.
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Mr. Fixpiey. Is it wise to have any flexibility when we have so
little in the way of bargaining tools that we can use in order to bring
abont changes within the economic practices of the totalitarian
regime !

Mr. Soroaron. It could be that yon could achieve approximately 95
percent of vour objectives in a particular situation but not 100
percent.

My, Fixprey. Would yon object to a revision in the langnage of that
bill which would make that an essential provision, a sine quanon?

Mr. Soroaon. I would not object, sir, if there were some flexibil-
ity—for example, on the third-country adjudication there was some
flexibility as to which kind of disputes would enter into third-country
adjudieations. I think this could be usefully explored item by item
and I would say that in general, since this was the intention of the
administration, it might be feasible to accept this as a binding condi-
tion of the legislation: but I would like to go over this with my staff
in detail and see if there wonld be one or two areas where we would
want a little bit of flexibility in case we could get 90 or 95 percent of
the objective, but not 100 percent.

Mr. Fixprey, I think impartial, third-party arbitration, is a goal
worth going after. I am glad to hear you make those comments,

The comment was made a few minutes ago to the effect that there
is probably no AID program in being to countries that trade with
North Vietnam.

Mr. Soromox. Could I reformulate that? There is no ATD program
in countries that trade with North Vietnam. The question in my mind
was—there are a couple of exceptions in the trade with Cuba as per-
mitted by the legislation.

Mr. Fivprey. I acknowledee that, of course.

Mr. Sovomox. But, after thinking it over in terms of trade with
North Vietnam, there are no exceptions.

Mr. Fixprey. Am I not correct that as late as December a con-
siderable quantity of soybean oil was shipped to Poland under the
donation authority of Public Law 4807

Mr. Soromox. As of December? It must have been authorized at a
much earlier time and there was some delay in the shipment.

Mr. Fixprey. T have not verified it. I heard over 2 million gallons
of soybean oil were shipped to Poland during that month alone.

(The Department of State later supplied the following informa-
tion:)

Shipments to Poland of soybean oil averaging 1.5 million gallons annually in
recent years were made by voluntary agencies such as CARE, Church World
Services, and American Relief for Poland. The prohibitions under PL 480 apply
only to sales agreements under Title I and not to donations by voluntary agen-
cies under Title IT of the Act.

Mr. Fixpiey. As late as a year ago our Government saw fit to relieve
Poland of the necessity—and we had the option to do co—of paying in
dollars a debt of about $17 million. In place of it, we elected to accept
various programs which would utilize the zlotys to that same amount;
but we could have asked for dollars. Could this not reasonably be in-
terpreted as a form of aid to the Government of Poland ?

Mr. Soroyox. I don’t think so, sir, for this reason : Those programs
were long-held objectives of our Government to achieve other foreign
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policy objectives and we were most anxious to get those programs
funded, to get the Polish Government to agree that those programs—
those were Eng] ish-language programs and other kinds of programs—
we wanted to carry those on in Poland.

Mr. Fixorey. Isn’t it unusual for us to be inaugurating aid-to-
education programs in Poland? This may have been a long-held ob-
jective, but it certainly didn’t come to the attention of Congress until
quite recently,

Mr. Soroamon. Well, T would have to ask the lawyers on that one;
but it was not our view and it still would not be our view that this
represented assistance to Poland.

Mr. Finorey. The point was also made that we have never engaged
in price cutting in order to get business in the Communist bloe
countries,

I recall very vividly the 1964 wheat deal and we made an un-
precedented export subsidy on the Durum variety of wheat which
came to a premium of somewhere around $2 million because of the
size of the transaction. a subsidy about 13 cents a bushel higher than
that granted to any other trader on that variety up to that point,

Mr. Soroaox. The reason we did that though, it did not resnlt in
a subsidy to the price to the Soviet Union. It only offset the higher
costs of our mandatory shipping requirement, that it be shipped in
American bottoms.

Mr. Fixorey, T asked Secretary Freeman that very question in
connection with that transaction in the hearings of the House Agri-

culture Committee, and he denjed that the shipping costs had any-

thing to do with the subsidy price on Durum or other varieties of

wheat. So there is a basie contradietion here,

Thank you, Madam Chairman.

Mrs. Kervy. Congressman Taft,

Mr, Tarr. Secretary Bohlen, with regard to these various satellite
Eastern European nations, I can understand Your position as to the
desirability of building independence from fhe Soviet domination,

owever, comparing their economies and society, and making the
assumption that this is in the national interest of the United States
to lead in this divection, how do we then jump to the conclusion of those
who would advocate additional trade with Russia because somehow
we will in this way help build a consumer-oriented economy in Russia ?

Ambassador BouLey. Well, T must say personally T am not really
convinced that we are going to go very far in building a consumer-
oriented economy in Russia. I think our trade with Russia is really
minute. I don’t know whether I do have a difference with Mr. Solomon
on this thing. T was thinking more that Russia doesn’t produce enough
of interest to the .S, economy to offset what we could sell to them if
we were to have a balance. You either have a balance or you are
going into long-term financing and long-term credits, which 1s some-
thing we are not prepared to do. I don’t think the trade with the
Soviet Union is going to have much effect on the development of
Soviet society.

Mr. Tarr. Our trade is so small we are not going to affect anything?
Ambassador Bonres, It is small a nd I think it is bound to be small

unless we are prepared to go in for long-term credits: and T see no
sign of that,
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Mr. Tarr. Do you think the development of a consumer-oriented
economy in Russia would be in the interests of world peace?

Ambassador Bonute. I suppose if you had that, but I see no chance
of it. The Communist Party runs things in the Soviet Union and they
allocate resources the way they feel and they have never shown any
undue tendency toward favoring the consumer. They have concen-
trated much more on the elements that go to make up state power,
whether military, economic, or otherwise.

Mr. Tarr. With regard to aid to these nations in their economies
and otherwise, do you have any opinion, or perhaps Mr. Solomon
might be more familiar with this, as to the participation by the United
States in trade fairs?

Mr. Soromon. I am not sure I got the intent of the question,
Congressman.

Mr. Tarr. The various trade fairs in which we have participated in
one way or another. Do you believe this is of assistance to the nations
where the trade fairs take place?

Mr. SoLomon. It is of assistance to our exports. We have participated
in a few trade fairs where we thought it was to our own advantage
in terms of increasing our exports and in terms of some of the psy-
chological implications as well.

Mr. Tarr. What about those psychological implications; that is what
I am getting to. What possible psychological implication do we have
in our participation in these trade fairs, say in Russia ?

Mr. Soroyo~. Millions of people in those countries pass through
those fairs and are impressed by the comparative state of U.S. tech-
nology, the sophistication of our goods; they are impressed with the
evidence, by the evidence they see in those trade fairs, with the stand-
ard of living Americans enjoy. I think it is extremely useful for them
to be aware of this.

Mr. Tarr. Who controls our participation in these fairs? Who makes
the determination ? Do you make it, or does Commerce make it, and who
actuall;g supervises it.?

Mr. Soromox. There are two sets of fairs. One is controlled by Com-
merce. The other is controlled by USIA. They are both funded by the
Congress; they both have small budgets from the Congress. They
consult with the State Department as to where the fair should be held,
but primarily the decision on the hard export promotional fair is in
Commerce and the psychological is in USTA.

Mr. Tarr. Does USIA consult with the State Department on this?

Mr. SoromoN. Yes.

Mr. Tarr. Is the State Department kept informed on the degree
of our participation when we go into these areas?

Mr. SoromoN.Yes. We work it out with USTA.

Mr. Tarr. Are you familiar with the fair last summer in Moscow in
which we took part, with a commitment of $241,000 of U.S. funds? It
was on the Odehza International Clothing Exhibition.

Mr. SoromoN. Yes, I have heard of it; the one in Leningrad.

Mr. Tarr. No, it was in Moscow.,

Mr. SoLomox. I have heard of it, yes. That was run by Commerce.

Mr. Tarr. It was run by Commerce, I will agree with you, and
also as to the nature and scope of U.S. participation, the U.S. Embassy
in Moscow had extremely sketchy information prior to its coming. Very
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frankly I couldn’t figure out what the impact of it was supposed to
be because I don’t think the impact was very well planned.

Mr. Soromon. I have no doubt that our participation in certain
fairs is more effective than in others. It depends more on the quality
of presentation and the way it has been organized.

Mr. Tarr. I would like to move to just one other subject and that is
the licensing of know-how. No mention has been made of this. How
does this fit into the overall picture ? Economic engineering know-how,
chemical plants? '

Mr. Soroxmon. The Commerce Department has full control over tech-
nical data exported from the United States and individuals who wish
to export apply and every license that is granted the Commerce De-
partment publishes but does not identify the name of the company
which is, of course, a long-standing practice. There is fully published
every license on technical data that is granted.

Mr. BucHANAN. Mr. Secretary, I must add on the Russian Trade
Fair, we need to take a hard look at things like this. I don't know
what the impression was on people in the Soviet Union, but as an
American observer, I would come to the conclusion that every Com-
munist government, in Furope was more advanced than the United
States if I had to base it on what I saw at the Trade Fair,

Gentlemen, you have said that you question the efficacy of with-
holding aid from those trading with North Vietnam since it has not
had any effect on their policies. Did T understand this to be correct ?

Ambassador Bouvey. Yes; I think that is correct.

Mr. Bucnanan. This oceurs to me: If our aid is of so little value
to these countries that the loss of such aid would not deter them from
trading with what at least most Americans must consider our enemy,
then, given our fiscal crisis, do we really have any business extending
aid to such countries?

Mr. Sorosmoxn. The point is that there was very little trade to start
with and the few countries that were affected, they chose in these
cases, partially as a matter of sovereignty, to just do without the aid.
Most of the developing countries do not trade with North Vietnam.
They have no reason to. It is mostly the advanced countries of Western
Europe that trade with North Vietnam—and Japan, which is a very
minute amount. There is the combination of their inability or un-
willingness to control their ships and, as well, their objection in prinei-
ple to submitting to this kind of approach. It meant they would prefer
to go ahead, but in practice the developing countries for whom we
run our AID programs today do not muﬁe with North Vietnam. They
just don’t happen to trade with North Vietnam.

Mr. BucraNan. I understand you are here to advocate that there
be increased trade between the United States and Eastern Furope
and the Soviet Union; is this correct?

Mr. Soroyon. This is a presidential policy we believe in. You asked
us to testify

Mr. Bucianan. May I move on? Will you tell me, since it is not our
policy to destroy the Government of North Vietnam and our re-
sponse is only because of aggression, as I understand it. would your
advoeacy then include, at the cessation of these hostilities. trade with
North Vietnam.
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Ambassador Boarex. I think that is very difficult to answer because
it would depend a great deal on what the state of relationships were
in one way or another and I don’t think that you can say offhand
that you would, just because the hostilities ceased. Technically I think
the hostilities have ceased with North Korea

Mr. BucHanan. Would it include East Germany?

Ambassador Bonren. I don’t think there is any prohibition on
East Germany at the moment. I think what the attitude of the
North Vietnamese Government wonld be when the hostilities cease, 1
think that would be a very controlling factor. T point to North Korea
as an example where there is no trade though we ave technically not
at war with them.

Mr. Soromon. You are referring to our trade with North Vietnam
and not third-country trade with North Vietnam once hostilities
cease?

Mr. Bucuanan. Precisely.

This has been hinted at before: As I understand it, the adminis-
tration would encourage trade with such a nation as East Germany.
We have discouraged trade with and participated in a boycott against
the nation of Rhodesia. In the opinion of our Government, is the
Government of Rhodesia more evil than the Government of East
Germany ?

Ambassador Bourex. The only reason we have taken the action
with Rhodesia is because of the United Nations action.

Mr. Soromox. Because we recognize Great Britain as the legitimate
government of the territory of Rhodesia.

Mrs. Kerny. Is the difference between the United States and the
Western European policies on trade with the East driving a wedge in
any way between the United States and our allies?

Ambassador Borren., I don’t think it has in actual practice. T
think where this would sometimes come into conflict wounld be in the
COCOM deliberations. There might be some reflection there. I don’t
think it has any effect on our relations with Europe. I think most
of the European nations realize we are in a special situation because
of the fighting in Vietnam which would naturally affect some of our
ideas, and in the past we have been also because there is no European
nation which is involved with us in the fichting in Vietnam. There
are Australia, New Zealand, and so forth, from that area.

I would not say it would have an effect.

Mr. Tarr. As a matter of fact, they might welcome our staying out
of the market competitively.

Ambassador Bonrex. I was about to say that. I think there are
certain limitations because of the nature of the American economic
society in regard to what we can supply them and what they can
supply us.

Mrs. Kerny. Since the Western European countries already have
established extensive markets in Eastern Turope, is there room for
us if we would reconsider our policy on the most-favored-nation issne?

Mr. Soroymon. Yes. Trade is a very dynamice thing. If you look at
the quality and the composition—and, of course, at the overall num-
bers—you will see that it has higher growth rates normally than
GNP, and there are many products that we have—we are the largest
exporters in the entire world, and there are many produets that we
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have, both in raw materials and manufactured goods, that Eastern
European countries, just like other countries, would want.

For example, our biggest single export to the Soviet Union is in-
edible tallow, raw material for making soaps. We happen to be ex-
tremely competitive in this. Hides are a big factor. I think there is
a considerable potential which is basically limited by what they can
earn selling here plus whatever commercial term credits we would be
able to give them under normal circumstances.

I think also they would be willing, in my view, to purchase more
here than they sell here and divert earnings from Western Europe to
some modest degree. I do not wish to have my position represented
as being one of unrealistic projections here, I just say that there can
be substantial and significant increases in the trade, although it will
never be a big factor in our overall trade.

Mrs. Kerny. Thank you very much Mr. Ambassador, and Mr.
Solomon.

The committee will now adjourn.

(Whereupon, at 12:10 p.m., the subcommittee was adjourned.)
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The subcommittee met, pursuant to adjournment, at 10:10 a.m. in
room 2255, Rayburn House Office Building, the Honorable Edna F.
Kelly (chairman of the subcommittee), presiding.

Mrs. Kerny. The subcommittee will please come to order,

We meet this morning to continue our hearings on East-West trade,

Yesterday we received testimony on this subject from two spokesmen
for the Department of State—Ambassador Charles Bohlen, the new
Deputy Under Secretary for Political Affairs: and Hon, Anthony
Solomon, Assistant Secretary for Economic Aflairs,

Today we shall hear from representatives of the Department of the
Treasury. In this regard, I was sorry to learn that Under Secretary
Joseph Barr, who was scheduled to be with us this morning, had to
excuse himself from this commitment. He is represented here by the
Honorable Fred B. Smith, the General Counsel of the Treasury, and
Mr. Stanley Sommerfield, Chief Counsel, Treasury’s Office of Foreign
Assets Control.

Gentlemen, as you know, this subcommittee is taking an overall look
at the structure of our laws relating to East-West transactions and
how those laws are administered. According to the background sum-
mary prepared by the staff, there are at least six laws—ranging from
the Trading With the Enemy Act to the Interest Equalization Tax
Act—which are administered by the Department of the Treasury and
which have a direct impact on East-West trade and related trans-
actions.

We trust, therefore, that you will address yourself to these laws and
how they are implemented by your Department.

Before we begin, I should like to mention that Mr. Smith’s state-
ment, together with some additional background material, was deliy-
ered to members of the subcommittee yesterday afternoon. The back-
ground material consists of some 14 typewritten pages of text and
statistics. I presume, Mr. Smith, that you do not intend to read it in
its entirety I]mt, that you will place it in the record of this hearing at
the appropriate time.

With this introduction, we are ready to begin and we will hear from
the Honorable Fred B. Smith, General Counsel of the Treasury.
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STATEMENT OF HON. FRED B. SMITH, GENERAL COUNSEL OF THE
TREASURY

Mr. Satrrn. Thank you, Madam Chairman. We do regret very much
that Under Secretary Barr could not be here. We are spread pretty
thin today in Treasury and he asks me to express his regrets,

I will read a portion of my statement, the first part of it, and then
in terms of the programs which we administer, I will be happy to
submit to questions.

I am here to describe the role of the Treasury Department with
respect to East-West trade,

State Department witnesses already have discussed the overall for-
eign policy aspects of East-West trade. Treasury Department opera-
tions related to East-West trade are carefully attuned to these foreign
policy considerations.

The Treasury has been given Presidential authority and delegated
the function of administering controls over foreign assets and finan-
cial transactions where necessary to protect U.S. national security
interests. Determinations with respect to types and amounts of goods
which are strategic and the U.S. position 1n international consulta-
tions on the administration of international controls of such commodi-
ties are developed through interagency consultations in the Economic
Defense Advisory Committee (EDAC).

Where questions of overall U.S. foreign policy arise in connection
with the administering of these regulations, Treasury is largely gov-
erned by the views of the Department of State. In instances where any

contemplated measures or actions would significantly affect the inter-
natiuun]] financial position of the United States, the Treasury Depart-
ment would play a major role in the determination of the policy which
would apply to such matters,

As a E)mlnde to the remainder of my statement, I believe it wonld

be helpful if I were to indicate the extent of trade between NATO
countries and the Communist countries—to give some idea of the
economics affecting the U.S. role in East-West trade. The trend of
trade between 1963 and 1966 indicates that the trade of NATO coun-
tries with the Communist countries has remained fairly constant
imports from Communist countries in 1966 were 3.4 percent of NATO
countries total imports and exports to these same Communist coun-
tries were 3.7 percent of the total, NATO countries exports to Clom-
munist countries increased by 24.3 percent in value between 1965 and
1966, while their exports as a percentage of their total exports in-
creased from 3.3 percent to 3.7 percent. Their imports from Com-
munist countries increased 13.7 percent in value between 1965 and
1966 and their imports as a percentage of total imports increased
from 3.3 percent to 3.4 percent.

U.S. exports to Communist countries in 1967 were about $195 mil-
lion, down from about $198 million in 1966. Imports were about $180
million in 1967, down from about $182 million in 1966. Tn both years
U.S. trade with Communist countries amounted to about 0.7 percent
of total U.S, trade. These amounts indicate that these transactions
are not among the most significant which affect the U.S. balance of
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payments. While we must seek out every opportunity to improve
our payments position, U.S. policies with respect to East-West trade
cannot be motivated primarily by balance-of-payments considerations;
it is important to maintain serutiny over this trade for national secu-
rity reasons.

In order to inform the committee of the details of the Treasury
Department’s role in Kast-West trade matters, technical deseriptions
have been prepared and are attached for the record. I shall summarize
here the more significant aspects of the Treasury Department’s activi-
ties in this important area.

The Treasury Department presently administers three sets of
regulations which have a direct bearing on East-West trade and which
were issued specifieally to operate in this national security area. These
are the Foreign Assets Control Regulations, the Cuban Assets Control
Regulations, and the Transaction Control Regulations, all of which
were issued under the authority of the act of October 6, 1917, as
amended, 12 T.S.C. 95a.

The first two sets of regulations affect East-West trade by prohibit-
ing, except pursuant to license, all commercial and financial trans-
actions with Communist China, North Korea, North Vietnam, and
('uba or nationals thereof, and with respect to their products no matter
where located. The Transaction Control Regulations deal with the
purchase and sale by Americans and American-controlled firms of
strategie commodities located outside the United States if the inten-
tion is ultimate delivery to East Europe or the U.S.S.R.

The Foreign Assets Control Regulations were issued on December 17,
1950. to implement the U.S. policy of a total embargo on all financial
and commercial dealings with Communist China and North Korea,
ineluding both exports and imports, except pursuant to license and
were amended on May 5, 1964, to include North Vietnam. The control
of exports from the United States to these areas is actually exercised
by the Department of Commerce which has primary responsibility for
thie movement of U.S.-origin goods under its export control regulations.
Thus. the Treasury Department’s Foreign Assets Control Regulations
contain a general license permitting any export directly to those areas
which are licensed by the Department of Commerce. The financial
controls contained in Treasury Department regulations serve to sup-
plement commerce controls over the goods. As a practical matter,
under both Treasury and Commerce Department regulations only
publications move between this country and Communist China and
North Korea.

All imports from Communist China, North Kores, and North Viet-
nam are prohibited by the FAC regulations the provisions of which
also extend to goods regarded as presumptively Chinese. Because of
transshipment possibilities, these restrictions affect imports of certain
commodities from East Burope and the U.S.S.R. such as certain ores
and metals, textiles, and animal hair.

The Foreign Assets Control Regulations also extend to American-
controlled firms abroad. It is the Government’s policy not to license
exports by snch firms to Communist China, North Korea, or North
Vietnam except for overriding foreign policy considerations. The
decision on any case which arises in this area is made only in consul-
tation with the State Department (and as appropriate other interested
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agencies). The general policy followed is based on a 1965 interagency
review, headed by the Attorney General, which concluded that the
aEplication of the Treasury regulations to U.S.-controlled firms
abroad should be continued and that individual cases should be treated
flexibly with exceptions to a general denial policy to be made only
on the basis of foreign policy considerations, (This basic approach
was the same that had been followed in prior years.) American-con-
trolled firms abroad ec ually may not import prohibited merchandise,

The Cuban Assets Control Regulations, issued on July 8, 1963, are
essentially parallel to the Foreign Assets Control Regulations, Thus.
trade between the United States and Cuba is limited to exports of
publications and gift shipments of foods, clothing, and medicines
authorized by the Commerce Department and to licensed imports of
publications. However, in the case of Cuba most American-controlled
subsidiaries abroad have been authorized for foreign policy reasons
to engage in trade with Cuba in non-U.S. origin goods. As a matter
of fact such firms, except for exports of foods and medicines, are not
known to be trading in any significant degree with Cuba. The author-
ization does not extend to U..S, citizens abroad who, as officers or
directors, are in a position to control the operations of the foreign
firm. Applications 1%1- licenses to authorize the part icipation of such
American officers or directors in Cuban transactions are handled in
the same manner and involve essentially the same considerations as
applications relating to trade with Communist China, North Korea.
or North Vietnam by American-controlled firms abroad, as I men-
tioned earlier.

The Transaction Control Regulations were issued on June 29, 1953,
following policy consideration of the need, primarily in the inter-
deparmental Economic Defense Ad visory Committee ( commonly re-
ferred to as EDAC), as a part of the U.S., efforts in the internationallv
agreed control of strategic commodities. These controls are in addi-
tion to the controls exercised by the Commerce Department over di-
rect exports from the United States to Eastern Europe and the
U.S.S.R. The Transaction Control Regulations prohibit, unless Ii-
censed, any person within the United States, and foreign firms con-
trolled by such persons, from purchasing, or selling, or arranging the
gurchase or sale of strategic commodities located outside the United
States for ultimate delivery to Eastern Europe and the U.S.S.R. The
coverage of these regulations is restricted to those commodities which
are listed as strategic by international agreement through the Con-
sultative Group Coordinating Committee ( generally known as
COCOM). Treasury decisions on requests for licenses are in conform-
ance with the policies reached in the EDAC. A summary of
Transaction Control Regulations operations during the past 5 years
is included in the technical descriptions which were attached to my
statement,

In 1954, at EDAC’s request, Foreign Assets Control Regulations
and Transaction Control Regulations were interpreted to apply to
patent and technical data licensing agreements whereby the foreign
licensees agreed not to ship anything produced abroad with American
know-how to Communist China or North Korea in the absence of a
Treasury license. Similarly, the foreign licensees agreed not to ship
anything on the internationally agreed strategic lists to Eastern Eu-
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rope or the U.S.S.R. or North Vietnam in the absence of a Treasury
]lcense._This control was transferred to the Commerce Department
on April 1, 1964. (Under present Commerce regulations North Viet-
nam 1s grouped with Communist China and North Korea.)

In addition to the foregoing, Treasury, through the Bureau of Cus-
toms and the Internal Revenue Service, administers other laws and
regulations of secondary importance to East-West trade.

The major Customs involvement is to assist other U.S. agencies
and Treasury’s Office of Foreign Assets Control who have the prime
responsibilities for carrying out the laws and regulations which are
applicable to East-West trade. Customs assistance comes through the
enforcement of import restrictions, statutory rates of duty, and ex-
port control laws. Of less importance to East-West trade are Cus-
toms’ regular responsibilities for collection of import duties and dump-
ing duties, smuggling control, and restrictions on imports.

Internal Revenue, throngh the Interest Equalization Tax (IET)
is only involved in trade, including Bast-West trade, when Americans
finance exports throngh the receipt of foreien debt obligations of 1
year or more. A series of exclusions is provided to minimize inter-
ference with our general export objectives. The IET was principally
designed not to deal with trade, but to eurtail the outflow of port-
folio funds seeking higher rates of interest abroad.

(Mr. Smith’s background material follows:)

THE ROLE OF THE TREASURY DEPARTMENT IN BAST-WEST TRADE

The Treasury Department presently administers three sets of Regulations
which have a direct bearing on Bast-West trade. These are (1) The Foreign
Assets Control Regulations, 31 CFR, Part 500, (2) The Cuban Assets Control
Regulations, 31 CFR, Part 515, (3) The Transaction Control Regulations, 31 OFR,
Part 505, all of which were issued under the authority of Section 5(b) of the
Trading with the Enemy Act, as amended, (50 1.S.C. App. 5(b)), and Executive
Order 9193. Section 5(b) of the Trading with the Enemy Act in effect anthorizes
the President or his delegate, during time of war or national emergency, fo in-
vestigate, regulate, or prohibit all commereial and financial transactions by per-
sons subject to the jurisdiction of the United States with foreign countries or the
nationals of such countries or with respect to any property subject to the juris-
diction of the United States in which such countries or their nationals have any
interest. Kxecutive Order 9193 is the delegation of this authority to the Secre-
tary of the Treasury. The national emergency is that declared by the President on
December 16, 1950 at the time of the Communist Chinese aggression in Korea.

It should be noted that Yugoslavia is not treated under any of the abhove Regu-
lations as part of the Sino-Soviet Bloc.

(1) FOREIGN ASSETS CONTROL REGULATIONS
A. General
The Foreign Assets Control Regulations, issued on December 17, 1950, and
amended on May 5, 1964 to cover North Viet-Nam, implement the United States
policy of total embargo on all financial and commercial dealings by persons snb-
jeet to the jurisdiction of the United States with Communist China, North Korea
and North Viet-Nam.

B. Exports from the United States

There is dual jurisdiction in the Treasury and Commerce Departments over
exports from the United States to Communist China, North Korea, or North
Viet-Nam. To avoid overlapping, the Treasury Department has issued a General
License (Section 500.533 of the Regulations) which authorizes all transactions
incident to any export directly from the United States to those areas provided
that the export has been licensed by the Commerce Department. It is onr under-
standing that the Commerce Department licenses only publications, the personal
effects of departing travelers, and dead bodies to be exported to those desti-
nations.




C. Imports into the United States

Section 500.204 of the Regulations prohibits all unlicensed imports into the
United States of all Communist Chinese, North Korean and North Viet-Namese
merchandise. Processed forms of such merchandise, as distinet from manufac-
tured forms, are also subject to this prohibition, no matter in what country the
processing takes place. The import prohibition of the Regulations extends to
goods regarded as presumptively Chinese, i.e., goods of traditional Chinese-type
and goods which had principally been imported into the United States from main-
land China before the effective date of the Regulations, no matter in what country
they may be located. It alzo extends to certain other commodities which have been
located in Eastern Europe and the U .R. (and Hong Kong and Macao) since
such countries have been regarded as likely channels through which the Commu-
nist Chinese would try to sell such items to the United States. Publications, in-
cinding films, affected by the above prohibitions are licensed for importation. So
also are cultural and educational materials valued at not more than $1,000, pro-
vided they are of a type for which there is no commercial market. Otherwise
affected goods are licensed for importation only on presentation of satisfactory
evidence that there has been no Communist Chinese or North Korean interest in
the goods since December 17, 1950, or North Viet-Namese interest since May 3,
1964,

Insofar as trade with the U.S,.8.R. and the East BEuropean Communist conntries
is concerned, this prohibition of the Regulations has principally affected textiles,
certain metals and minerals and animal hair. Some of these commodities have
been susceptible to licensing, e.g., cashmere and camel hair on the basis of physical
identification ; others, such as antimony, tin, and tungsten, have not.

It should be noted that not only are unlicensed imports into the United States
of the above-mentioned types of commodities prohibited, but also all other dealings
in any such commodities which are located abroad.

D. Exports and Imports by American-Controlled Firms Abroad

Under the Foreign Assets Control Regulations, foreign firms which are con-
trolledd by Americans, e.g., branches, subsidiaries, agents, ete., are prohibited,
as are the parent firms, from exporting to Communist China, North Korea anil
North Viet-Nam, regardless of the origin of the goods involved and whether or
not the goods are strategic. It iz not the Treasury Department's general policy
fo license such exports except for over-riding foreign poliey reasons, The decision
on any case which arises in this area is made only in consultation with State
(and other interested agencies as appropriate). The general policy followed is
based on a 1965 inter-agency review, headed by the Attorney General, which
concluded that the application of the Regulations to U.8.-controlled firms abroad
should be continued and that individual cases should be treated flexibly with
exceptions to a general denial policy made on basis of foreign policy considera-
tions. (This basic approach was the same that had been followed in prior vears.)
Only four exceptions have been made: in earlier years, one for wood pulp and
one for second-hand diesel locomotives, and in neither case was the transaction
consununated ; more recently, one for spare parts for tabulating equipment and
one for truck engine valves.

The prohibitions on importations of (and other dealings in) Communist Chi-
nese, North Korean and North Viet-Namese merchandise and the other types of
mer:-handise deseribed in C above are applicable to foreign firms which are con-
trolled by Americans,

(2) CUBAN ASSETS CONTROL REGULATIONS

The Cuban Assets Control Regulations, issued on July 8, 1963, replace the previ-
ously existing Cuban Import Regulations. (In addition to the authority of Sec-
tion 5(b) of the Trading with the Enemy Act, these Regulations are also issued
under Proclamation 3447, which was issued under Seetion 620 (a), P.L. 87-195.)
The Import Regulations, issued February 7, 1962, prohibited imports into the
United States of all goods of Cuban origin and, as amended on March 23 1062,
also prohibited imports of goods (e.g., cigars) made in third countries with Cuban
components.

gssentially, the Cuban Assets Control Regulations are parailel to the Foreign
Assets Control Regulations in that they prohibit all unlicensed financial and com-
mercial transactions by Americans with Cuba or nationals thereof. Exports to
Cuba thus are limited to those authorized by the Commerce Department. It is our
understanding that, in addition to publications, the Commerce Department li-
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censes gift shipments of food, medicines, and clothing to be exported to that
destination. With respect to imports, the Cuban Assets Control Regulations differ
from the Foreign Assets Control Regulations in that there is no list of “presump-
tively Cuban” goods as there is in the case of China. This is because the nature
of our past trade with Cuba was such that imports of goods of Cuban origin
could be controlled without a list of this type. Further, there is no manufaciur-
ing/processing distinetion in the Cuban Assets Control Regulations. The import
prohibitions here extend to all commodities containing Cuban components. Pub-
lications are licensed for importation as they are from the Far East Communist
areas.

The Cuban Regulations contain a general license (Section 515.541) mnder
which American subsidiaries abroad (other than banks) are authorized to sell
non-United States origin goods to Cuba and to buy (or otherwise deal in)
goods from Cuba. This general license was issued at the State Department’s
request for foreign policy reasons and on the understanding that American
subsidiaries abroad were on a voluntary basis abstaining from trade with Cuba.
(To the best of our knowledge except for non-objectionable shipments of foods
and medicines no significant amount of trade has taken place.) The export of
strategic goods to Cuba is not excepted from the privileges of the general
license because the State Department felt to do so might jeopardize the in-
formal cooperation we were receiving from our allies in controlling shipments
of strategic goods to Cuba. (For the same reason, sales to Cuba are not affected
by the below-described Transaction Control Regulations.) The authorization
in the general license does not extend to U.S. citizens who, as officers or direc-
tors, are in a position to control the operations of the foreign firm. Applications
for licenses to authorize the participation of American officers or directors in
Cuban transactions are handled in the same manner and involve essentially
the same considerations as applications relating to trade with China by Amer-
ican controlled firms abroad. Six such applications involving exports to Cuba
have been granted: three for foods, medicines and medical supplies: one for
vialves for use in a water purification plant: one for trucks; and one for
agrienltural machinery (power take-off units).

(2) TRANBACTION CONTROL REGULATIONS
A. General

The Transaction Control Regulations were issued on June 29. 1952, at the
request of the Economic Defense Advisory Committee (EDAC) as a part of the
United States efforts in the internationally agreed control of strategic com-
modities, These Regulations are in addition to the controls exercised by the
Commerce Department over direct exports from the United States to the
Soviet Bloc. They prohibit, unless licensed, any person within the United
States from purchasing or selling or arranging the purchase or sale of strategic
commodities located ontside the United States for ultimate delivery to the
Eastern European countries or the U.S.8.R. The prohibitions apply not only
to domestic American corporations but also to their foreign subsidiaries and
to other foreign firms owned or controlled by persons normally resident in the
United States. The Regulations were intended to fill a gap in United States
controls under which traders in the United States, without violating any United
States regulation, could arrange transactions whereby strategic goods would
reach Eastern Furope and the U.S.8.R. either in contravention of other coun-
tries’ security controls, through loopholes in the existing control system, or
via countries without adequate controls.

B. Coverage

The coverage of the Transaction Control Regulations is restricted to those
commodities which are internationally agreed to be strategic (the COCOM list)
and as far as United States strategic lists are concerned, these commodities may
be identified as:

(a) those which appear on Commerce Department’s Positive List of Controlled
Commodities and which are identified on that List by the symbol “A" in the
column headed “Commodity Lists” (15 CFR 399) : (b) those cominodities which
appear on the Munition List issued by the State Department’s Munitions List
Board (22 CFR, Part 121-128) ; and (¢) those commodities which appear on
the Atomic Energy Commission’s List (10 CFR, Part 30, 40. 50 and 70).

On the recommendation of the House Select Committee on Export Control
(the Kitchin Committee) in 1962, we conducted a survey to ascertain whether
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shipments by American subsidiaries abroad to the Soviet Bloc of strategic
commodities under United States unilateral control, but not under COCOM
embargo and thus not subject to the Transaction Control Regulations, were sig-
nificant enough to make extension of the Treasury Department Regulations
appear desirable. Of the over 1,000 replies we received it was determined that
only nine of these firms engaged in such trade. The total of this trade in 1961
and 1962 was about $13 million, of which £12 million was in the form of grain-
oriented silicon steel sheets used in electronic transformers. In view of this
substantial evidence that trade by American subsidiaries abroad with the Soviet
Bloe in non-controlled strategiec commodities was insignificant, the Transaction
Control Regulations were not extended to include such commodities.

C. Statistics

For the period from January 1, 1963, through December 31, 1967, 311 appli-
cations for licenses under the Transaction Control Regulations were filed, of
which 227 were approved. The prineipal types of commodities involved were
communications equipment, electronic equipment, computers and other data proc-
essing equipment, and metals and minerals, (See attachment.)

D. Licensing Procedure

The substance of the application is forwarded to EDAC Working Group I for
advice. That committee arranges for a technical evaluation, and then gives the
case policy review. The Treasury Department does not attend the technical
group's meeting. At the policy review meeting, this Department’s role is con-
fined to:

(a) Clarifying any questions the Committee may have as to the precise
impact of Treasury Department controls on the proposed transaction ;

(b) Providing available information as to the applicant, other parties to
the transaction, ete. ;

(e¢) Obtaining from the applicant any further data the Committee may
desire;

(d) Otherwise attempting to expedite for the applicant’s benefit the Com-
mittee’s congideration of the case ; and

(e) Asking questions to obtain clarification of statements by Committee
members concerning the case.

The Treasury Department consistently does not vote on cases before the Com-
mittee, and, in fact, is not a member of Working Group I. When the Committee’s
advice is received, this Department then either approves or denies the application
in accordance with the Committee’s recommendation.

FirvANcIAL ASPECTS OF TREASURY DEPARTMENT REGULATIONS IsSUED UNDER THE
Traving WiTH THE ENEMY AcT

(1) FOREIGN ASSETS CONTROL REGULATIONS

All unlicensed remittances to, or for the benefit of, Communist China, North
Korea, or North Viet-Nam and their nationals, are prohibited. Remittances (other
than those required to be made into blocked bank accounts in the United States)
are licensed only for the importation of publications by research and educational
organizations and in very limited amounts for the living expenses in (and travel
out of) Communist China of Americans and of non-Chinese refugees—e.g., White
Russians. (No requests for such remittances to North Korea or North Viet-Nam
have been received.) Use of its blocked funds by Communist China is prohibited,
except for payments within the U.8. such as taxes and service charges. (There
are no blocked assets owned by North Korea or North Viet-Nam.)

(2) CUBAN ASSETS CONTROL REGULATIONS

As in the case of Communist China, North Korea and North Viet-Nam, all un-
licensed remittances are prohibited. Remittances to Cuba are licensed for the
importation of publications by research and educational organizations and for
the living expenses in (and travel out of) Cuba of Americans. However, remit-
tances to non-Amerieans are not licensed. Cuban assets in the United States are
blocked and can be used only to the same limited extent as can the blocked Com-
munist Chinese assets.
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(3) TRANSACTION CONTROL REGULATIONS

The sole purpose of these Regulations is to prevent Americans and American
controlled firms from supplying, or participating in the supplying to the European
Soviet Bloe of strategic goods located ontside of the United States. Remittances
to and from the European Soviet Bloe are freely permitted unless they are being
made in connection with a prohibited transaction.

Note: Under Treasury Department Circular No. 655, the delivery of U.8. Gov-
ernment checks to payees in certain Sino-Soviet Bloc¢ countries is prohibited, This
Circular was issued under Public Law 828, approved October 9, 1940, which pro-
vides that such prohibitions be imposed if there is not a reasonable assurance
that the payees will receive the checks and be able to negotiate them for full
value. At the present time, the countries to which the prohibitions extend are
Albania, Communist China, Cuba, Czechoslovakia, Estonia, Hungary, Latvia,
Lithuania, Union of Soviet Socialist Republics, the Russian Zone of Occupation
of Germany, and the Russian Sector of Oceupation of Berlin, Germany.

Survey of transaction control license applications, 1963-67
1963 :
Number of applications received

Total approved

Total denied-__-

Partial approvalsordenials.._____________ . _____

Other (includes withdrawals, no action taken, cancella-
tions)

Approximate value of goods included in applications received :
.00
Approved 1 00
Denied : 39, 900, 40
Other . 4606, 324, 00

1964 :
Number of applications received_ ..o __ 44

Total approved 24
Total denied o
Other 18

T7. 00
Approved 047, 510, 00
Denied 90, 100, 00
Other 858, 547, 00

1965:
Number of applications received

Total approved
Total denied
Other + 11

Approximate value of goods included in applications received :
Total 54, 010, 732. 00
Approved ____ 11, 619, 095. 00
Denied 645, 500. 00
Other ’ 1. 000, 318. 00
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Survey of transaction control license applications, 1963-67—Continued
1966 :
Number of applications received

Total approved
Total denied

Approximate value of goods included in applications received :
Total $14, 341, 033, 00
Approved -~ 10, 692, 458. 00
Denied 4, 612, 00
Other ; 3, 643, 963, 00
1967 ;

Number of applications received 119
Total approved : o3
Total denied 3 1
Pending ___

Other

Approximate value of goods included in applications received :
Total

Approved A .
Denied 000, 00
Other 222 399.00

a1l

Total approved 227
Total denied e T
Partial approvals or denials._________ — b

T4

Approximate value of goods included in applications received :
Total $47, 009, 761. 00

Approved i 38, 273, 269, 00
Denied I 799, 112. 00
7,191, 571. 00

(1) Computers and other data processing equipment.
(2) Communications equipment.

(3) Metals and minerals,

(4) Electronic equipment.

Other—Withdrawals oceurred when the applicants decided not to proceed with
the transactions under consideration. No action was taken on applications when
the merchandise involved proved not to be subject to the Regulations, when the
merchandise was being sent to a country not covered by the restrictions of the
Regulations, or when the merchandise 5 to be used for exhibition purposes only.
Cancellations occurred when the applicants failed to provide requested informa-
tion.

LAWS ADMINISTERED BY THE BUREAU OF CUSTOMS, FPEBRUARY 1968

The Bureau of Customs is responsible primarily for administering and en-
forcing the customs and related laws and regulations. Customs also assists other
agencies in administering and enforcing their laws and regulations.

The following listing of laws or regulations administered and enforced by
customs is divided into two categories. The fi grouping lists provisions
which specifically restrict trade with Communist countries or areas. The second
group contains examples of laws or regulations which generally impose restrie-
tions on trade but not in terms of trade with Communist countries or areas,
The Part B of the second group does not yurport to include all the laws that
customs assists in enforcing on behalf of other agencies,




1. LAWS OR REGULATIONS SPECIFICALLY RESTRICTING TRADE WITH COMMUNIST
COUNTRIES
Foreign and Cuban Assets Control Regulations (31 CFR 500.101 and 515.01)

Customs assists in enforcement of regulations of Foreign and Cuban Assets
Control relating to import restrictions on merchandise of Communist Chinese,
North Korean and Cuban origin and certain other merchandise,

19 U.8.C. 1202, General Headnote 3.(d)

This provision sets forth the statutory rates of duty for products of Communist
countries as the rates shown in the column numbered 2 in the Tariff Schedules
of the United States,

19 U.8.C. 1202, Schedule 1, Part 5, Subpart B, Headnote }

This provision prohibits the importation of certain furs from Russia or Com-
munist China.

Eaxport Control (50 U.S.C. App. 2021-2032)

Customs exercises important functions in assisting the Department of Com-
merce in the enforcement of the export control laws and regulations.

II. A OTHER LAWS ADMINISTERED BY CUSTOMS
Tariff Act of 1930, as amended (19 U.S.C. 1202, ot seq.)

This is the basic law providing for the classification of merchandise; the
ascertainment, assessment, and collection of import duties; procedures for entry
of zoods into the United States; and for certain restrictions on imports.
Foreign Trade Zones Act (19 U.S.C, 81a-81u)

This Act provides for establishment and operation of Foreign Trade Zones

and procedures for admitting foreign and domestic merchandise into such zones
and for transferring such merchandise out of them.

Anti-Smuggling Act (19 U.8.0C. 1701-1711)

This Act provides certain special enforcement authority to cope with
smuggling.

Antidumping Act, 1921, as amended (19 U.8.C. 160-173)

This Act provides procedures for determining whether foreign merchandise is
being dumped in the United States, i.e., being sold at less than fair value to the
injury of American industry, and provides for assessment and collection of
dumping duties in appropriate cases.

Miscellaneous statutes set forth in Title 19, U.S.C.

Customs also exercises functions under other provisions of law that are not
part of the Tariff Act or the other acts already mentioned, but which are also
codified in Title 19, U.S.C., such as 19 U.S.C. 1 and 2 (Organization of customs
service, arrangement and location of districts), 19 U.S.C. 68 ( Enforcement of
laws in Guam and the Virgin Islands and along Canadian and Mexican Borders;
erection of buildings), 19 U.8.C. 267 (overtime compensation of customs officers)
and many others.

Narcotic Conirol Act of 1956 (Public Law 728, 8jth Congress, codified in Titles
18, 21 and 26 ,U.S.0.)

Customs administers and enforces this Act as it relates generally to smuggling
of narcoties (cooperation with Burean of Narcotics is close).
Quotas (usually under Presidential proclamation)

Customs administers quotas of various kinds on such products as cattle, cream,
milk, butter substitutes, fish, potatoes, stainless steel table flatware, brooms, cot-
ton, certain textile products, peanuts, wheat and wheat flour, coilee, and Philip-
pine cordage, buttons, cigars, coconut oil and tobacco.

Navigation Laws (Codified in Title 46, U.8.0.)

Customs exercises functions provided for in the navigation laws (codified in
Title 46) as transferred to the Burean by section 102 of Reorganization Plan No.
3 of 1946 (3 CFR, 1946 Supp. C.IV) pertaining to the entry and clearance of
vessels, the collection of tonnage duties, and the use of vessels in domestic trades,
including fisheries.
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Internal Revenuwe Code (Title 26 U.8.C.)

Customs collects certain import taxes imposed by the Internal Revenue Code on
such products as sugar (chapter 37, LILC,), oleomargarine (chapter 38, LR.C.),
and alcohol and tobaceo products (chapters 51 and 52, 1LLR.C.).

Neutrality Act, as amended (22 U.S.C. j01, et seq.)
Customs assists in enforcing controls on exportation of arms and munitions
of war.

Criminal Code (18 U.8.C., Chapter 27)
Customs enforces a number of miscellaneous eriminal laws which are codified
in 18 U.S.C.

ILB. CUSTOMS ALSO ASSISTS IN ENFORCING IMPORTATION OR EXPORTATION ASPECTS OF
THE TFOLLOWING LAWS OR REGULATIONS (PRIMARY AGENCY INDICATED IN
PARENTHESES)

Atomic Energy Commission Regulations (10 CFR 30, 40, and 70) (AEC).

Immigration and Nationality Act (8 U.S.C.) (INS).

Food, Drugs and Cosmetics (21 U,8.C. 381) (HEW).

Insecticides, Fungicides, and Rodenticides (7 U.S.C. 136h) (Agriculture).

Hazardous Substances (15 U.S.C. Chapter 30) (HEW).

Poultry Produets Inspection Act (21 U.S.C. Chapter 10) (Agrieulture).

Foot-and-Mouth Disease controls (21 U.8.C. 113a) (Agriculture).

Meat and Meat Products (9 CFR Part 327) (Agriculture).

Federal Seed Act Regulations (T CFR Part 201) (Agriculture).

Importation of Teas (21 CFR Part 281) (HEW).

Importation of Psittacine birds, monkeys, dogs, cats, leather brushes, etilogical
agents and vectors, and dead bodies (42 CFR 71.151-71.157) (HEW).

Importation and Exportation of Gold (31 OFR Part 54) (Mint; Office of Do-
mestic Gold and Silver Operations, Treasury).

Trade-Mark Act (15 U.8.C. 1124) (Commerce).

Copyright Act (17 U.S.C. 105-109) (Library of Congress).

Foreign Agents Registration Act (22 U.8.C. 611) (Justice).

Wild Animals, Birds, Fish (18 U.8.0. 42; 50 CFR Part 13) (Interior).

Federal Alcohol Administration Aet (labelling) (27 U.S.C. 201-212) (ATU).

Deposit or Refuse in Navigable Waters and Oil Pollution of Coastal Waters (33
U.B.C., chapter 9) (Army).

Wool Produets Labelling Act (15 U.8.C. 68 et s¢q.) (FTC).

Fur Products Labelling Act (15 U.S.C. 69 et se¢q.) (FTC).

Textile Fiber Produets Identification Act (15 T.8.C. 70-70k) (FT(C).

Federal Import Milk Act (21 11.8.0. 141-149) (HEW }

Viruses, Serums, ete. (42 U.8.0. 262) (HEW).

Adult Honeyhees (7 U.8.C. 2581) (Agriculture).

Foreign Excess Property (40 U.8.C. 512) (Commerce).

Flammable Fabrics Aet (15 U.S.C. 1191-1200) (FTC).

Counterfeit Coins, ete. (18 U.8.C., chapter 25) (Secret Service).

Mrs. Kerry. Thank you so much, Mr. Smith.

On page 5 you state that in administering the embargo on all U.S.
exports to Red China, North Korea and North Vietnam, you delegate
your authority to the Commerce Department. ¥

Mr. Syrra. Yes.

Mrs. Kerny. But you don’t mention anything about the imports.
Who controls the imports from those countries?

Mr. Syrra. We (%n, the Treasury’s foreign assets control.

Mrs. Kecry. Do you delegate any of that authority, too?

Mrs. Syrrr. T don’t think the word “delegate” is correct. The Com-
merce Department under the Export Control Act already has the
authority fo regulate exports. We have the authority under the Trad-
ing With The Enemy Act.

What we did was, in order that there not be duplicate administra-
tion and having to go two places to get a license, we just said with
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respect to exports that anything the Commerce Department licensed
under the Export Control Act was licensed under our regulations.

Now, Commerce doesn’t have authority to regulate imports. This is
why the import side of it is regulated by Treasury’s foreign assets
control under the authority of the Trading With The Enemy Act.

Mrs. Kerry. In that regard, let me ask how do the American-con-
trolled firms know which items are on the COCOM list ? Assistant Sec-
retary of State Solomon testified yesterday that these lists are confiden-
tial. How can you hold the U.S. firms responsible for controlling
exports of items when they don’t know what they are?

Mr. Syrra. On our export controls, Commerce has this positive list,
which are the items the United States regards as strategic. It is more
comprehensive than the COCOM list.

Those positive list items, which have an A in the schedule, published
by Commerce are virtually the same as the COCOM list. In other
words, the Commerce Department’s list of items, their A items, is the
same as the COCOM list. However, the positive list also has additional
items which under the export control regulations of Commerce may not
be exported. These items are not subject to the Treasury’s transaction
«control regulations.

Mrs. Kerny. Mr. Sommerfield, would you like to speak to that?

STATEMENT OF STANLEY SOMMERFIELD, CHIEF COUNSEL, OFFICE
OF FOREIGN ASSETS CONTROL, DEPARTMENT OF THE TREASURY

Mr. Somyerrrern. If we are talking about the strategic control of
goods to Kastern Europe and Russia, that is under the transaction
control regulations. Those regulations prohibit Americans from ship-
ping anything specifically listed in certain lists to Eastern Europe.

Now, the lists of goods are incorporated by reference from the
Commerce Department’s comprehensive export schedule, which is a
very complete listing of practically all goods ever exported from the
United States. Those items on the Commerce positive list which have
an A after them in the special provisions column are those which are
subject to our Treasury embargo on strategic goods going to Eastern
Europe. Thus, all a businessman needs to do is to look at the Commerce
Department’s positive list to see if the commodity in which he is inter-
ested has an A in the special provisions column. 1f it does have such an
A, he knows automatically that it is prohibited for him to ship that
item from abroad to Eastern Europe without a Treasury license. All
he has to do is look at the list.

Mrs. Kerny. I was speaking of the confidential list.

Mr. Ssrrra. The chairman wants to know what is the COCOM list.

Mr. SoamerrieLp. In practical terms the COCOM list is identical
with the A part of the Commeree Department list.

Mr. Syrra. That is what I was trying to say. It is practically identi-
cal with the positive lists of A items of the Commerce Department.

Mr. SomaerFrerp. We don’t ask an American to consult the COCOM
list. We only ask him to consult the Commerce list and see which items
have an A. The Treasury transaction control extends to these com-
modities only.

Mrs. Kerry. Arve there any strategic lists which are secret ?

Mr. Sommerrierp. No, the U.S. Treasury has no secret list. U.S.
firms are obligated or required, Madam Chairman, only to consult the
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published Commerce Department list which appears in the Federal
Register.

Mrs. Kerey. On page 5, you refer to Treasury licensing of exports
of strategic commodities.

Mr. Soaaterrierp. We do.

Mrs. Kerny. Are such licenses being issued today ?

Mr. SomyerrieLp. Yes, we do from time to time issue such licenses.

Mrs. Kevry. How often do you issue them?

Mr. SoayerrreLp. The technical statement gave you a listing of the
licenses issued for the last 5 years. The current rate of applications
for strategic goods from foreign countries originating with American-
controlled firms runs about a hundred or so a year.

Mrs. Kenny. For what reasons are the licenses issued !

Mr. Sommerrmerp, The internationally agreed embargo has pro-
vision in the existing policies for exceptions to be made in appropriate
cases. For example, you might say that a particular commodity would
be dangerous to our national interest if it went in large volume to
Eastern Europe, but one or two of them might not be of the slightest
importance. So there are provisions for small gquantities to go.

There are de minimis exceptions, small-volume shipments. Even
on the large items, if you are satisfied that the item will be used for
peaceful purposes and not for military purposes, you may make an
exception to the embargo in a particular case.

Mrs. Kerny. Mr. Smith, did you want to speak to that?

Mr. Syrrrmn. T wanted to point out that we regard a larger number
of items as strategic—when I say “we” I mean the U.S. Government.
and the Commerce Department in its administration of the export
control—than are agreed to be strategic by the International Con-
sultative Group.

In terms of what the Commerce Department will license to be ex-
ported from the United States, it is a more limited group of items
than are applicable to U.S.-controlled firms abroad. In other words,
the Transaction Control Regulations which relate to goods abroad
apply only to the internationally agreed strategic lists, the COCOM
list, or this positive list of A items, plus the AEC list and the munitions
list.

Mr. Hays. I was curious about a statement made there. It says if
you are satisfied they are going to use these things for peaceful pur-
poses. How can you be satisfied 7 Once they get them, how do you know
what they use them for? I am not against East-West trade per se but
that statement stood out as one that didn’t mean very much.

Mr. Smrrn. It depends, of course, on the nature of the item, in part.
Let us take, for instance, electronic equipment. You may have ab-
solute knowledge of where it is going to be fixed and placed and uti-
lized by the importer. It is a matter of judgment in individual cases.
EDAC considers these pretty much on a case-by-case basis.

Mrs. KrLry. On page 5 you also state that the Treasury controls
financial transactions with Red China, North Korea, North Vietnam,
and Cuba. How do you control these financial transactions?

Mr. Syt They are flatly prohibited unless licensed by the Treas-
ury Department.

Mrs. Kerry. How can you control financial transfers if they are
channeled, for example, through Western Europe ?

Mpr. Sarra. Almost every financial transaction goes through a U.S.
bank, one way or another. It is through the banks and financial in-
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stitntions which conduet these transactions, that we have the control.

Mrs. Kevny, Do you feel that you have adequate control over these
transactions to assure compliance with the law ?

Mr. Sarrn. Yes; I feel we do.

Mrs. Keriy. You are speaking of American-controlled firms; is that
correct? Are you referring to firms owned 51 percent by Americans?

Mr. Smir. As far as Communist China, North Korea, and Viet-
nam are concerned under Foreign Assets Control Regulations, they
prohibit American-controlled companies or controlled subsidiaries
wherever they may be from engaging in any trade transactions. They
may be domestic firms or foreign-controlled firms. They may be Amer-
ican citizens here or abroad. It is a virtual complete embargo as far
as those three countries are concerned.

Mrs. Kerey. You are speaking about American firms abroad, or
both ¢

Mr. Smrri. American firms abroad and American firms at home;
both of them.

Mrs. Kervy. Do any firms located abroad ever ignore the embargo?

Mr. Syrrrar. There have been cases of infrequent violation but the
penalties are very severe. It is 10 years’ imprisonment and $10,000 fine.

Mr. FreraNnerUYSEN. How can you tell where a particular commodity
originates? You can’t really tell unless it is labeled on a box whether
it comes from Red China or North Korea. I remember in Hong Kong
a shop was disappointed when I refused to buy something because they
had no certificate saying it was made in Hong Kong. They said if I
bought the same thing i Singapore nobody would raise the question
as to whether it was manufactured there. I suppose that is true. There
is the possibility an importer could utilize another country to buy a
commodity that originated from China.

Mr. Sayrra. Undoubtedly there are possibilities for evasion but we
have gotten at this in two ways. There is a list of items which are
presumptively Chinese.

Mr. Freuineauyses. I don’t see why human hair is presumptively
Chinese, yet I believe that is one of the items.

Mr. Syrra. I believe animal hair from Eastern Europe is one we
listed, as well as Asiatic human hair.

Mr. FreLineruysen. I would think it would be even worse to pre-
sume animals are presumptively Chinese.

Mzr. Sarrrs. Prior to Korea the Chinese were principal suppliers of
bristles for paintbrushes. There is something special about the bristles
from Chinese hogs.

There is a list of items, such as dyed bristles, where China was the
principal supplier, historically, which we presume to be Chinese.
They are not allowed in from any place.

Mr. FreuingauyseN. You mentioned textiles and animal hair and
certain ores and metals, at the bottom of page 5. What ores and what
metals are considered conclusively Chinese ?

Mr. Syrra. It is not conclusively, because we allow them to prove
that they are not Chinese but they have to have good documentation.
They are presumptively Chinese unless they can prove to the contrary.

The ores and metals listed are antimony, bismuth, mercury, molyb-
%;\num, tin, and tungsten from Eastern Europe, Hong Kong, or
Macao.




Mr. FreLingaUYsEN. And we assume they come from China unless
they prove otherwise?

Mr. Smrra. Yes. There is another list of items where China was a
significant but not the principal supplier or exporter of these com-
modities. Then if it comes from Hong Kong, Macao, or Eastern Europe
we apply the same tests but if it comes from elsewhere around the
world we don’t. They were a big supplier but not the principal one
and you can’t apply that rule all over but we do apply it to exports of
those items from that area.

Mr. FrerineauyseN. They are automatically suspect if they come
from Hong Kong or Macao?

Mr. Sy, Yes.

Mr. Havs. I had an entirely different experience in Hong Kong.
They offered to provide a certificate for anything I would buy.

Mr. FreuingHUYSEN. You probably went to a different place.

Mr. Hays. The point I am making is that you really don’t have any
cointrol over this at all. What is to prevent some American firm from
sending an order, we will say, to West Germany and the West Germans
simply either reboxing it or relabeling it and sending it on wherever
they want to? So they pay you through a Swiss bank or some bank in
Germany. How do you know anything about this? The fact is, you
don’t, do you?

Mr. Syrra. I wouldn’t agree with that. Obviously there are oppor-
tunities for evasion. But you wonld be amazed at what our customs
experts can do in determining where something came from. Take hog
bristles, for instance.

Mr. Hays. I am constantly amazed at how little your customs experts
do know.

Mr. FreuineauyseN, How can you tell where a hog bristle comes
from, except from ahog?

Mr. Surra. Stanley, you know more about that than I do.

Mvr. SommEerrFieLp. Actually, we prohibit importation of all Asiatic
hog bristles and all dyed bristles. You can’t tell one type of Asiatic
bristle from another type. You can tell natural undyed European hog
bristles, let us say, from Poland. They are softer and the color is a
little different, and a trade expert can tell that those soft bristles are
not from China.

Now, on stiff bristles, which are the Asiatic type, they don’t produce
them very much in Europe. You cannot tell by examination, so we
keep them all out unless they can satisfy us that they were not from
China.

Mr. FreuiNgHUYSEN. I can understand that approach more easily
than I can trying to distingunish between one hog bristle and another.

Mr. Smrra. The other thing I wanted to say was that we have
access to a lot of intelligence. We are not completely ignorant about
what is going on in this area.

Mr. Hays. What would you do, going back to my hypothetical case,
if an American firm sold half a million dollars of some 1tems to a West
German firm and the West German firm in turn resold it to somebody
in Poland? What business would that be of yours? How would you
get at it? You don’t expect an American firm to follow its products to
the final user, do you?

Mr. SmrrH, Ify the American firm is ignorant of the fact that this
is going to be subsequently resold——
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Mr. Havs. Let them just say “we sold it,” and they don’t ask any

uestions. I am in the horse business. I don’t expect anyone from West

ermany would want to buy any of my horses, but if they did I
wouldn’t ask them what they were going to do with the horse
afterward.

Mrs. Kerry. In other words, how do you safeguard against trans-
shipments?

Mr. Hays. That is exactly what I am trying to get at. Outside of
having a lot of bureaucrats drawing fancy salaries in our embassies,
how can you follow this up? You have got plenty of them, because 1
have been working on this, and you are not doing anything about it
and they are not doing anything about it. Isn’t that about right

Mr. Syrra. I would like to comment on that.

Mr. Hays. That is what I want you to do.

Mr. Syrra. On the highly strategic commodities, they don’t go out
of here in the first place. Commerce just doesn’t license them. In other
words, the ones that are the most sensitive from the standpoint of our
national security they don’t allow to be exported except to reliable cus-
tomers in the free world.

Mzr. Hays. They don’t go to anybody ?

Mr. Surra. That isright.

Mr. Hays. Name one that doesn’t go to anybody outside of atomic
energy components.

Mr. Saara. They don’t go to anybody unless there are appropriate
safeguards. I guess I should put it that way.

Mr. Hays. Name an item that you are talking about. Let’s be
specific. These generalities annoy me.

Mr. SomMERFIELD. Strategic computers.

Mr. Syrra. Most advanced types of computers. Of course, the export
control is run by the Commerce Department. Some of the most ad-
vanced types of computers they wouldn’t allow to be exported except
under very carefully prescribed conditions as to their use. Of course,
if somebody violated t{’m.t. kind of a commitment I assume that no more
licenses would be granted.

Mr. Hays. Do we have exclusively the only advanced type of com-
puters in the world, or are there others?

Mr. Syara. No, sir. But of course we can’t control what other coun-
tries produce.

Mr. Hays. I understand that, so the point I am making is that we
are refusing to let an American computer go abroad in favor of a
British or French computer if the Eastern Europeans want one.

Mr. Syrra. But you see these advanced types of computers the
NATO participants would not allow to go to Soviet Russia or Eastern
Europe.

Mr? FreLineauyseN. I thought they told us yesterday that they
couldn’t reach agreement on computers among the COCOM staff and
each country set its own standards. i

Mr. Syari. There are different eriteria as to what is strategic. For
example, under our laws we take into account whether it will greatly
add to the economic potential as well as to whether the item in itself
is strategic. Under the COCOM the economic potential is not a
criterion.

89-577—68- 9
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Let us take a particular computer, which may not be the most ad-
vanced but fairly advanced. We might think that was too far advanced
for the United States to let it go to Soviet Russia or Eastern Eu-
rope. On the other hand, one of our partners might think otherwise.

Mr. Hays. So then what happens?

Mr. Freuingauysen. Then our restriction is meaningless except to
exclude us from a market that others are taking, as Mr. Hays points
out. If you can’t reach agreement as to what 1s strategic, you have
nothing, it seems to me.

(An exchange of correspondence between Chairman Kelly and the
Office of Export Control, dealing with the shipment of American
computers to Eastern Europe, appears in Appendix 111, p. 258.)

Mr. Tarr. Do you give advance informal opinions in these matters
without a formal application having been Hllli:illil.red to you?

Mr. Sarri. We don’t; no. EDAC presumably might consider some-
thing informally.

Is that right, Stanley?

Mr. SosmerrreLp. If you are talking about the strategic item to
Eastern Europe from foreign countries, from American subsidiaries
abroad, we are not technicians—that is, commodity technicians—in the
Treasury Department. We don’t really know, very often, whether the
experts in military and intelligence really feel this item should or
shouldn’t go. We simply know 1t is embargoed and we say, “Give us
an application and we will get advice from the other agencies.” We
don’t give advance opinions In that sense on strategic items.

On our other regulations, which would involve other areas—Com-
munist China, North Korea, North Vietnam, and Cuba—we can pretty
well give an indication of policy in advance.

Mr. Tarr. I am amazed by how few turndowns you have in this
data that you have on page 3. Out of 311 applications, only seven were
denied. It sounds to me as though you might do better just puttin
a flat prohibition on and not having the applications come in wit
the redtape involved and just let them go, except where you have a
specific prohibition.

Mr. Syara. I want to emphasize that on this question of whether
a particular piece of hardware is strategic or not, the Treasury has
to rely on the experts in EDAC, working group 1. They are the De-
fense Department and intelligence agencies, and so on. We don’t have
the competence to determine that in the Treasury. We cannot deter-
mine whether a particular computer is a highly strategic item. In
the Treasury we have to rely on the advice of the other members of
EDAC who are knowledgeable in this, the Defense Department ex-
perts, the intelligence agency experts, and so on.

Mr. Tarr. It seems to me that a summary of 4 years’ operations with
only seven applications denied shows this is not very much of an
operation if you don’t give advisory rulings.

Mr. Hays. From what I have heard about some of these computers
that say $1 million when it should be $1,000, you ought to let them go.
They might get them mixed up. ;

Mr. Syrra. Probably a lot of people didn’t apply for items which
they were pretty sure were strategic and where they would be turned
down, so 1 cannot tell how much significance you should attach to
those percentages.

Mr. Tarr. I ean’t, either,
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Mr. Sommerrierp. I think most firms abroad, which are pretty large
firms in this field when you are talking about computer manufacturers
and electronic manufacturers, have a pretty good idea from their local
authorities over there of what is likely to be permitted by COCOM to
go and not to go. Consequently, when they need a license from Treas-
ury they have a pretty good idea in advance that it is either going to
be permitted or it is close to being permitted. There are more highly
strategic items on which there is no chance of a license and they don’t
even bother to come in on it.

Mr. Hays. I have a question on this general subject. On page 7 you
say in the case of Cuba, most American controlled subsidiaries abroad
have been authorized for foreign policy reasons to engage in trade
with Cuba in non-United States-origin goods. That is quite a mouth-
ful, that sentence.

As 1 understand it, they can do anything they like in trade with
Cuba as long as they don’t buy the goods m the United States that
they are selling to Cuba. That is another way of keeping American
firms out and giving the trade to foreign firms but allowing Cuba to
get the end result.

Mrs. Kerny. You are referring to American firms abroad ?

Mr. Hays. That is right.

Mr. FreriNneuauyseN. I don’t know what the sentence means.

Mr. Hays. If I haven’t interpreted it correctly, I wish you would tell
me. I understand they can sell anything to Cuba that doesn’t originate
in the United States.

Mr. FreuineauyseN. What is that reference to, most subsidiaries
abroad ?

Mr. Syara. We exclude banking and shipping.

Mr. Hays. What would a bank sell to Cuba ?

Mr. Sommerrmrp. It wouldn’t sell them anything. It would give
them financial assistance. '

Mr. Syrrs. Loans, and so on.

Mr. Hays. I can’t imagine anybody loaning money there.

I am in the banking business in a small way, myself, We don’t make
loans to anybody that can’t pay it back, and they have no means of
paying it back.

Mr. SommERFIELD. Some of the European countries are making loans
to Cuba.

Mr. Smrra. I would like to try to explain that. Of course you realize
that American controlled subsidiaries are nationals subject to the laws
of the countries where they operate. We have corporations incorporated
in foreign countries. The controls which we do exercise over subsidi-
aries, for instance, in our Chinese controls, are a very sensitive subject.
It has been a very difficult political issue for us.

In the case of Cuba, moral suasion has worked just about as well as
if we prohibited these subsidiaries from engaging in trade with Cuba.
With the exception of medicines and foodstuffs, there is practically no
trade with Cuba by American subsidiaries abroad, even though they
are generally licensed to do so.

The State Department has made it clear to them that it is contrary
to U.S. policy, that we don’t like them to do that; and they have in
good faith, by and large, followed that.

The reason why we made that exception was, particularly in the
case of Canada, that it had become a sensitive political issue there, and
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we thought—and events have proven us correct—that American-con-
trolled firms wouldn’t trade with Cuba anyway if we told them we
didn’t want them to.

Mrs. KerLy. Do I understand correctly that an American firm in
this country is prohibited to trade with Cuba ?

Mr. Syrrs. That is right.

Mrs. Kerry. But an American-controlled firm abroad, perhaps a
subsidiary of the same firm, is not prohibited from trading with Cuba ?

Mr. Smrra. That isright.

Mr. Tarr. That is for foreign policy reasons?

Mr. Syrra. Yes.

Mr. Tarr. What are the foreign policy reasons?

Mrs. Kerny. I was going to ask that. Can that same firm trade with
any country, Russia or any other country ?

Mr. Syrru. First, it can’t trade with Communist China, North
Korea, or North Vietnam. That is out. Secondly, it can’t trade with
Eastern Europe in strategic goods under our transaction control reg-
ulations. But thirdly, on goods to Cuba there is this general license
which permits them to trade with Cuba. But bear in mind these are
U.S.-owned corporations in foreign countries.

As I say, it has been a hot political issue, particularly in Canada ;
but also in the United Kingdom, Belgium, and various places, that we
are extending our sovereignty and applying our laws in their countries.

So for foreign policy reasons when the Cuban regulations were put
out, at the request of the State Department we had this general license
for U.S. subsidiaries abroad; but at the same time the State Depart-
ment mounted a campaign of moral suasion for U.S. subsidiaries
abroad not to do this. As I said, except for medicines and foodstuffs,
by and large they have not done it.

Mrs. Kervy. What would happen if an American company in
Nigeria, for example, decided to send a shipment to Rumania ? Where
would the Treasury step in ?

Mr. Swmrri. Under its Transaction Control Regulations if it is a
slig;ratag'ic commodity, it is prohibited except pursuant to Treasury
icense.

Mrs. Kenny. How does that affect the laws of the lost country ?

Mr. Sarrrn. In that case if we think it is strategically important that
the commodity not go, we are willing to undergo the foreign policy
risks involved.

Mrs. Kerny. How do you cheek on that?

Mr. Surra. The prohibition applies to the American parent. That
is where we get jurisdiction. The American parent has control over
the foreign subsidiary, and our prohibition applies to them.

Mr. Tarr. What do you define as control under the circumstances?

Mr., SommerrreLp. There is no definition. We merely use the word
“control” and it has to be applied to a particular case.

Mr. Syrra. Effective control, but we presume control exists if the
U.S. parent was 50 percent or more of the stock. It has to be done
on an individual basis because effective control, for instance, in the
case of General Motors, might be 20 percent where in the case of
another corporation you would have to have 51 percent to have effec-
tive control,
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Mr. Hays. What could you do if an American owned corporation
decided to trade with one of these countries? They are a foreign cor-
poration although the original investment was from the United
Stm:;s. You don’t really have any jurisdiction over them at all; do
you

Mr. Smrr. We can prosecute the parent corporation. The Com-
merce Department might deny them the privileges of export licenses.

Mr. Hays. How could you prosecute the parent corporation ?

Mvr. Surra. For permitting its subsidiary to engage in this activity
sinee it controls it.

Mr. Hays. Did you ever prosecute one?

Mr. Sommerererp. There has only been one case. Most American
firms are not interested in violating this regulation. They are pretty
cooperative and we don’t have any problems. There was only one ob-
scure case. It was a firm in Austria which was controlled by an Ameri-
can resident.

Mr. Hays. My opinion is if the Justice Department can’t get Rap
Brown in jail you would have a hard time prosecuting General Motors
in Germany.

Mr. Sxrra. We would prosecute General Motors here,

Mr. Hays. But by the time they had exhausted their appeals prob-
ably you and I would both be dead and nothing would have hap-
pened. Let’s be practical about it.

Mr. Smrrn. We have never lost a case that we went to the court on.

Mr. Hays. You just got through telling me that you only had one
Case.

Mr. Saura. We have prosecuted a large number of cases under the
foreign assets control regulations. We have had only one case under
the transaction control regulations for activities of a foreign corpora-
tion controlled by Americans.

Mr. Hays. That is what we were talking about. What cases? You
say youn have prosecuted a lot of cases. You must have shifted fields
on me and maybe ballgames,

Mr. Sarrri. We have prosecuted illegal importations of Chinese
goods.

Mr. Hays. That is different. That is something that happens here.
But suppose General Motors decided to ship Opels to Cuba from Ger-
many. What do you do about that ¢

Mr. Syrra, 1 would presume we would refer it to the Justice De-
partment for prosecution.

1 would like to also point out that there is a stigma attached. I don’t
think U.S. corporations are particularly anxious to be declared in
violation of our national security controls over trade and financial
transactions with these areas. By and large it is my impression that
they have complied in good faith with these regulations.

Mrs. KeLuy. Mr. Smith, we have been speaking about ex ports. What
about your control over imports from Communist countries? Do you
have any special problems involved in that?

Mr. Smitn. No special problems because our import controls are
just a flat embargo.

Mrs. KeLry. How do you determine whether a particular commodity
comes from North Korea or Red China? We do have imports, some
from Communist countries.
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Mr, Hays. What do you embargo from Poland, for example?

Mr. Smira, Nothing from Poland as such. There is no embargo on
goods from the Soviet bloc countries except for two items. One of
them is certain types of furs.

Mr. FreLINGHUYSEN. Aren’t furs imported from the Soviet Union ?

Mr. Sarrra. I think certain specified furs are.

Mr. FreLiNGHUYSEN. You mean we are trying to conserve furs in
Russin? On what other basis would we try to determine what kind
of furs they are?

g ‘\Ill Havs. On the same basis that you distingunish one type of hog
ristle.

Mr. Soaarerererp. That is not an embargo on Chinese goods. It is
a statutory embargo aimed at certain fur skins from Russia.

Mr. Havs. It is a protective device more than anything else, I
assume.

Mr. Syrra, Essentially there is no embargo on goods from the Soviet
Union and Soviet bloc countries unless presumed to be from China.
There is a complete embargo on goods from Communist China, North
Korea, North Vietnam, and Cuba, plus other goods which are pre-
sumptively Chinese.

Mrs. Kerny, We return to the question of the bristles. I don’t know
how you can determine whether they come from those countries or
not. We can, of course, use some other example.

Mr. Hays. If I can throw in an observation for what it is worth,
I don’t think they can, but it gives a lot of people employment in
trying.

Mr. Sarrir. We do the best we can.

Mr. Havys. That is fair enough. That covers the waterfront.

Mr. Syrra. Nothing direetly from China, North Korea, or North
Vietnam, coming directly. Then there is a long list of items in our
regnaltions which are presumptively Chinese which ean’t come in
from any place.

Mr. Havs. Is human hair one of them?

Mr. Syrrr. Split bamboo, straw braids, hog bristles, carpet wool,
Tibetan and Nepalese types, cashmere

Mr. Havys. Stop right there. Cashmere can’t come from any place
into this country.

Mr. Syara. It is presumptively Chinese unless it comes from Iran.

Mrs. Kerry. India or Pakistan.

Mr. Havs. If T buy a cashmere sports jacket in London am I pre-
sum[ptively buying a Chinese one?

Mr. SommrrrreLp. Customs is physiecally able to differentiate the
origin of raw cashmere by physical examination. Just by looking at
it, a customs wool examiner can tell whether raw cashmere came from
Inner Mongolian or Chinese goats, or from Outer Mongolian goats.

Mr. Havs. You keep saying that, but T am not going to believe it.

Mr. Sommerrrern. They have pretty well demonstrated it to us. We
have given them samples and they would say that is Inner Mongolian.
The growing conditions of the goats are a little bit different. Manu-
Ez‘llc_t.ured cashmere cloth is a different story, and it is not presumptively

hinese.
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Mrs. Kerny. As far as raw cashmere is concerned, I do believe it.
Mr. Havys. I can’t believe an expert can tell me where it came from.
Mrs. Keruy. Are there any further questions? Mr. Taft?

Mzr. Tarr. Mr. Smith, on the supplementary material you submitted
it is indicated that the authority originally under the Trading with
the Enemy Act was supplemented by Executive Order 9193, which
indicates we are still in a state of national emergency from 1950. Is
that correct?

Mr. Sacrra. That is correct.

Mr. Tarr. Is that true as to any other legislation? This is just for
the purpose of the Trading with the Enemy Act, or are there other acts
under which we are also in a state of national emergency?

Mr. Syrra. I think that the principal application of it is to the
Trading with the Enemy Act, but T wouldn't want to say definitely.
I think I ought to check that. The national emergency declared in 1950
was related to the Korean war.

Mr. Tarr. The question I want to get to is, insofar as the Trading
with the Enemy Act is concerned, there wouldn’t be any difference
between a declared state of war and a national emergency. The same
triggering has already occurred. Is that correct?

Mr. Sarra. That is right. There have been a number of Executive
orders issued since referring to the continued existence of the na-
tional emergency of 1950. In other words, the President has indi-
cated that it continues to exist.

Mr. Tarr. Thank you.

Mrs. Kerry. Mr. Frelinghuysen.

Mr. Freuineauysen. I would like to ask a couple of questions about
the beginning of your statement, Mr. Smith. You spoke of the trend
of trade between the Communist countries and the NATO countries.
You indicate that the trend has been fairly constant, at the bottom
of page 2.

Mr. Sxrra. In terms of percentages.

Mr. FreLinaaUyYsEN. Does the trade of NATO countries include
the United States? I was under the impression there had been a sharp
inerease in Western European countries’ trade with Eastern Europe,
and yet this statement doesn’t seem to bear that out. Is it because our
trade is included ? Would that reduce it ?

Mr. Smrre. No. At the top of page 3 it says that imports from
Communist countries increased 13.7 percent in value between 1965
and 1966. What we are demonstrating here is that as a percentage
of this total trade it has remained fairly constant. It obviously has
gone up.

Mr. FrerineauyseN. NATO countries are exclusive of the United
States?

Mr. Sarra. The percentages in my statement were for all NATO
countries, including the United States.

(Mr. Smith subsequently submitted the following statistical table
for the record:)
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Mr. FreLiNncHUYSEN. You can’t tell from reading whether it includes
the United States or not. The first paragraph on page 3 could imply
that you had previously been talking about exports from NATO coun-
tries other than the United States.

I am not sure I understand your statement in the middle of page
3, the last sentence of that full paragraph.

While we must seek out every opportunitiy to improve our payments position,
U.8. policies with respect to East-West trade cannot be motivated primarily by
balance of payments considertaions. It is important to maintain serutiny over this
trade for national security reasons.

We are not talking about strategic items at all, are we? We are talk-
ing about nonstrategic, which means items not involving national
security. How does that have any relevance ?

Of course we need to concern ourselves with the export from this
country of items which would be considered strategic, lbut that is en-
tirely irrelevant to the volume of trade with the Communist countries,
isn’t it?

Mr, Sarra. I think essentially so, except that the Congress has said
in, I think, an amendment of the Export L‘{mtml Act that we not only
mwhr to look at the question of whether an item is strategically (lm-
gerous to the national security but its contribution to the economic
pnh‘nl ial of the Soviet bloe.

Mr. Freninenuysen. We don’t have any restrictions, do we, on that
basis?

Mr. Surrm. I don’t know whether the Commerce Department has
any or not. Of course, another consideration is whether the U.S.
economy can stand these exports. In other words, if something is in
short supply in the United States there is a mandate to the Commerce
Department under the Export Control Act to limit the export of that
commodity.

Mr. FreLiNngaUYsEN. But presumably that is not a concern in this
area.

Mr. Smrra. No.

Mr. FreuiNngHUYSEN. T have no other questions.

Mr. Havys. T have a question. Does your office, Mr. Smith, prepare
these lmrul.u ions about how we are permitted to trade, and so on?

Mr. Syrra. Y es, sir.

Mr. Hays. Did your office prepare this proposed travel regulation
that is before the Ways and Means Committee ?

Mr. Smrra. Well, we had a hand in it, along with Assistant Secre-
tary Surrey and his staff.

Mr. Hays. If your regulations for so-called trading with the enemy
are as full of holes as that i 18, you could drive a bulldozer through any
one of them. I will tell you right now, I am not going to vote for that
act, but even if we passed it, it would be impossible to enforce it. You
would have to quadruple the number of bureaucrats trying to police
that one. I think probably your other regulations are just about in
the same situation.

I wonder if we ought to have anything. They don’t seem to me to
be very enforceable. The discussion T have heard this morning doesn’t
indicate they are enforceable except on a voluntary basis.

Mr. Sarrri. As far as the foreign assets control regulations are con-
cerned, it is my considered opinion that there is a very high degree
of compliance.
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Mr. Hays. When you talk about foreign assets control, you are talk-
ing about American owned or substantially owned corporations?

Mr. Sarrra. Yes, both here and abroad. 2

Mr. Hays. I got the impression that was true, but I also got the im-
pression it was a voluntary thing and there was no reason why it
couldn’t be gotten around if they wanted to.

Mr. Saiti. We hope that most Americans will voluntarily comply
with all of our laws,

Mr. Hays. I have got news for you. If you get that travel tax they
won’t.

Mrs. Kerry., Mr. Smith, I have one last question. T am not too
familiar with the operation of the equalization tax. Would you tell
us briefly how effective that is? Was there any change in regulations
recently to ovecome the loopholes in that? This was brought to my
attention on several occasions last summer when a number of firms told
how they were purchasing abroad instead of through New York.
Would that be involved in this? Do they avoid the transaction by
buying stock in these?

Mr. Syrrin. I am not sure T am competent to answer that question.
I am not in charge of administering the interest equalization tax, but
overall it is my impression that it has been having the effect which
it was intended to have in terms of reducing the investment in equities
abroad. You are asking me a particular question about buying stock
abroad. I am not familiar with that, but I can say that the scope
for possible evasion was considerably restricted last July when the
enforcement procedures were substantially revised.

Mr. Freuinenuysen. I wonder what the sentence on the last page
of your statement means:

Internal Revenue is only involved in trade, including East-West trade, when
Americans finance exports through the receipt of foreign debt obligations of
one year or more,

Are there such receipts from Communist countries?

Mr. Sarra. There can be in the case of exports on terms of more than
1 year where the Export-Import Bank guarantees the payment of the
obligation. There have been some exports to Eastern Kuropean coun-
tries where the Export-Import Bank guarantees the obligation and
there is an exclusion in the interest equalization tax for those obliga-
tions if they are related to U.S. exports.

Mr. FreLineauyseN. I don’t think T understand that.

Mr. Syara. I don’t think I stated it very well. As a means of pro-
moting exports the Export-Import Bank can guarantee the payment
by the foreign obligor, either in whole or in part. The Interest Kqual-
ization Tax Act contains, among others, an exclusion for foreign ob-
ligations which are in payment of U.S. exports where the obligations
are guaranteed by a U.S. agency, including the Export-Import Bank.

I'think what exports there have been to the Soviet Union and East.-
ern Europe on credit of more than a year have been largely those
which were guaranteed by the Export-Import Bank.

I think private businesses in the United States don’t generally ex-
tend credit to the Soviet bloc and Eastern European countries on
their own responsibility.

Mvr. FreviNemuysen. In that case they would not be subject to the
tax?

Mr. Syura. In that case they would not be subject to the tax.
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Mr. Fremineuuysen. Some of us were in Yugoslavia a couple of
years ago and there was talk of joint ventures between Yugoslav in-
terests and American private interests, Would that kind of participa-
tion be subject to the interest equalization tax?

Mr. Syrra. I think it would be difficult to give you an answer to
that without seeing what was the nature of the obligations.

Mrs. Kewsy. It is a joint venture.

Mr. Sacrm. If it is a direct investment, the interest equalization
tax, as I understand it—and I am not the world’s leading expert on
this subject—does not apply. It applies to equity investments. I think
direct investments are defined as more than 10 percent.

Mr. FreLiNGHUYSEN. So the way it is done might determine whether
or not the tax applies?

Mr. Syrra. That is right.

Mrs. Kerry. Would you submit an illustration to us when one does
apply and when one does not? You may submit that for the record.

Mr. Smrra. When what applies?

Mrs. Kerny. When a tax applies on this joint venture and when it
does not.

Mr. FreriNeuUYSEN. Are we engaging in any joint ventures yet?

Mrs. KeLry. Yes, we are.

Mr. Smrra. I will be glad to supply a further statement for the
record.

Mr. FreLINGHUYSEN. So there would be concrete instances?

Mr. Syrra. Yes.

(The following statement was subsequently supplied :)

THE IMPACT OF THE INTEREST EQUALIZATION TAX ON A JOINT VENTURE BETWEEN
AMERICAN PRIVATE INTERESTS AND YUGOSLAV INTERESTS

Under the direct investment exclusion, the interest equalization tax does not
apply to the acquisition of stock or debt obligations of a foreign corporation (or
partnership) if the U.8. person making the acquisition owns 10 percent or more
of the voting power (or partnership profits interest). Therefore, if an American
investor owned 10 percent or more of a Yugoslav joint venture (say, in the
form of a Yugoslav corporation) it could invest in stock or obligations of the
corporation without payment of tax, but if its interest were less, it would
generally be subject to the interest equalization tax on such investments,

Mrs. Kerny. I will now return to the question I raised before. How
do you collect the tax on the purchase of stock by an American through
a foreign exchange? Aren’t some people avoiding the tax in New York
in that manner? T have been told that is the way some people are buying
today. Has that anything to do with the Treasury !

Mr. Syrrm. I am sure it has to do with the Treasury. I don’t know
the answer to your question. I will be happy to get you an answer to
that question.

Mrs. Kerry. I understand there is some way of getting around the
tax in those instances. I don’t know how it is done but I would like
to know what our Government can do about it, if these allegations
aretrue.

Mr. Syora. I am sorry I don’t know the answer, but T will be
happy to get the answer for you.

(The'information follows:)

LooPHOLE IN THE OPERATION OF THE INTEREST EqQuarizaTioN TAXx

Barly in 1967, it was discovered that foreign stocks were being purchased from
foreigners by Americans without the payment of the interest equalization tax
and sold to other Americans who were not liable for the tax by reason of the
exemption for prior American ownership. The extent of this problem was
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investigated by the Treasury and it was concluded that it was sufficiently serious
so that statutory amendments were advisable. Amendments permitting more
effective enforcement were proposed and enacted in July 1967 as part of the
Interest Equalization Tax Extension Act. Enforcement activity under the amend-
ments has been vigorously pursued and from every indication we have this type
of evasion has been stopped.

Mrs. Kerny. Are there any other questions?

Mr. Hays. I have one not on the general subject but on the travel
tax business. How would you propose to handle somebody who had a
bank account abroad and who went abroad and spent money from that
bank account ? They didn’t take it with them and, therefore, they didn’t
report it. Suppose you had a bank account in London and you just
wrote checks on the London bank. Do you have any idea of ‘whether
such bank accounts are being established at the moment and whether
this is contributing to the dollar outflow instead of stanching it?

Mr. Surrs. Let me answer your first question first.

Mr. Hays. I am interested in this as a Member of the House.

Mr. Surra, There are, of course, all kinds of ways to get money
abroad in addition to taking cash abroad. You can take your credit
cards abroad. Some people can probably borrow money abroad and
some have bank accounts abroad. Obviously there are opportunities
for evasion.

In order to have an airtight control which would be as close as
possible to perfection, you would have to have complete foreign ex-
change controls, which we want to avoid.

In the case of the T.S. income tax there are people who try to evade
that. There are people who get receipts in cash, for instance, business-
men and professional people, and don’t record them on their books.
They keep them in cash and it never gets recorded. But we have a very
high degree of compliance on our income tax. We think there will be
a hilgh degree of compliance on the travel tax, too.

Mr. Frevineruysen. You didn’t answer the question. Is there an
evasion if you utilize money abroad ?

Mr. Syara. Yes, indeed ; if you do not report it on your travel tax re-
turn, because the tax is on your expenditures from whatever source.
You have to declare when you go out and when you come in, under the
bill, what cash and travelers checks you have with you. You also esti-
mate what you are going to spend and you pay the estimated tax on
that amount, '

Mr. Frenineauysen. You are making me range on Mr. Hays’ side
by describing it this way.

Mr. Syrra. The tax return is subject to audit.

Mr. FreLiNeuuyseN. There are supposed to be 2 million travelers
go abroad this year. Do you think it will take 2 million more to check
up on this? Are you going to hire 2 million more employees? That
is a self-defeating thing if T ever saw one.

Mr. Syrra. We have a very serious problem.

Mr. Hays. I am going to help you with it. T am going to cut about
a billion off foreign aid.

Mrs. KeLry. Are there any more questions?

If not, then thank you Mr. Smith and Mr. Sommerfield. The com-
mittee will stand adjourned until further notice.

(Whereupon, at 11 :25 a.m., the committee adjourned.)




EAST-WEST TRADE
4. Export-Import Bank

TUESDAY, FEBRUARY 27, 1968

House oF REPRESENTATIVES,
Coyyrrree oN FoREIGN AFPFAIRS,
SUBCOMMITIEE ON EUROPE,
Washington, D.C.

The subcommittee met, pursuant to adjournment, at 2:10 p.m., in
room 2255, Rayburn House Office Building, Hon. Edna F. Kelly
(chairman of the subcommittee) presiding.

Mrs. Kerry, The meeting will please come to order,

Does the United States have a double, self-contradictory policy on
East-West trade?

The picture presented by the initial witnesses who appeared before
our subcommittee suggests that we may be going in opposite direc-
tions in this field.

On the one hand, we have shackled our bhusinessmen with a multi-
plicity of legislative and administrative restrictions, making it ex-
tremely difficult for them to compete with Western European firms in
the markets of Eastern Europe.

On the other hand, we have left the door sufficiently open to allow
a two-way trade of nearly $400 million a year between the United
States and the Communist countries, while some of the latter are ap-
parently supplying implements of war to North Vietnam.

The resulting situation is neither a credible bridge-building proposi-
tion, nor an embargo on East-West trade.

As a matter of fact, as was brought out through the questioning of
some of the witnesses last week, the existing situation may be under-
mining the credibility of our Government abroad, and encouragin
evasion and subterfuge by prompting some exporters to work Lhrougﬁ
foreign subsidiaries and other foreign firms in order to bypass restric-
tions on exports from the continental United States.

If this is, indeed, the case, then we ought to know about it—and do
something.

Our subcommittee has undertaken these hearings in an effort to
learn the facts of this situation and to ascertain to what extent our
laws on East-West trade either promote, or undermine, our country’s
foreign policy objectives.

Thus far, we have heard from Members of Congress, and from rep-
resentatives of the State and the Treasury Departments.

Today, we are pleased to welcome the Hon, Walter C. Sauer, First
Vice President and Vice Chairman of the Export-Import Bank.
He is accompanied by Mr. William S. Balderston, Chief, European
Division, and Mr. Warren Glick, Assistant General Counsel.

1135)
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Mr. Sauer, we received an advance copy of your statement. It is
rather brief, so I would suggest that you read it in its entirety. We will
then move on to questions from the subcommittee.

Mr. Sauer, will you proceed ?

STATEMENT OF WALTER C. SAUER, FIRST VICE PRESIDENT AND
VICE CHAIRMAN, EXPORT-IMPORT BANK

Mr. Saver. Very good, Mrs. Kelly.

I would like to introduce also our Assistant General Counsel, Mr.
Warren Glick. We may have to call on him for some backing up, and
Mrs. Cornelia Ferber, our Legislative Assistant. Mrs. Kelly, in my
statement before this committee in October 1966, I traced the history
of past relations between the Export-Import Bank and the Communist
countries, In summary, up until that time the bank had authorized
credits and guaranties in approximately the following amounts:

Hungary, $24 million; Poland, $4 million (omitting credits of $40
million extended shortly after the war and prior to the time a Com-
munist regime was established in that country, and $61 million ex-
tended by the Bank in the 1950’s as agent for the Mutual Security
Agency) ; Rumania, $20 million; Yugoslavia, $160 million.

All of these credits have been and are being serviced satisfactorily.
There had been no transactions with Bulgaria, Czechoslovakia or the
U.S.S.R.

Again, I omit a $20 million cotton credit which we extended to
Ozechoslovakia shortly after the war, and prior to the time the Com-
munist regime was established in that country.

Since October 1966, the bank has guaranteed short- and medium-term
transactions with Communist countries to the extent of $4 million for
Hungary, $6.5 million for Yugoslavia, and some $600,000 for Bul-
garia. Since mid-1967, the Bank has refrained from extending sig-
nificant credits or guaranties to these countries while the Congress
was debating the role that the Bank should play in connection with
East-West trade.

This debate has taken place in connection with legislation extending
the life of the Bank and increasing its lending authority. Congress has
now approved this legislation and, in so doing, adopted two amend-
ments to the Export-Import Bank which will affect the Bank’s author-
ity to extend credits and guaranties to the Communist countries.

One amendment prohibits the Bank from financing or guaranteeing
exports for a Communist country unless the President finds it to be
in the national interest to do so. In most respects, this provision is
virtually the same as that which has been included for the past 4 or
5 years in the Bank’s annual appropriation act. However, the provision
is broader in one significant respect than that which has been contained
in the appropriation legislation.

The Bank is now prohibited, except with the approval of the Presi-
dent, from engaging in an export transaction to a third country when
the goods will be used in one of the Communist countries. Further, of
course, the provision now is a permanent part of the Export-Import

Bank Act.
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This provision of the Bank Act requiring a Presidential finding in the
case of a transaction with or for the benefit of a Communist country
must be read in the light of another amendment to the Export-Import
Bank Act which the Congress incorporated in the recent legislation.

As we were saying a moment ago, 1t is very recent. It just passed an
hour or so ago. X -

This second amendment provides that the bank shall not finance or
guarantee transactions with any country (a) which is engaged in armed
conflict with the United States:; or (b) which “furnishes by direct
governmental action (not including chartering, licensing or sales by
non-wholly-owned business enterprises) goods, supplies, military
assistance, or advisers to a nation” with whom the United States is in
armed conflict.

North Vietnam, of course, is the country with which we are in armed
conflict.

Different from the amendment with respect to Communist conntries,
this second provision is an outright prohibition on the Bank’s
authority and does not permit the Bank to act with a Presidential
waiver on a finding of national interest. Representative Fino, who
sponsored the legislation in the House, stated that all the Communist
countries other than Yugoslavia would be affected.

The Bank is in process of ascertaining through the offices of our em-
bassies abroad what countries are furnishing governmental assistance
to North Vietnam, and, therefore, would fall within the prohibition.
Since the amendment also provides that the Bank may not engage in
a transaction with a third country for the benefit of a country which
is assisting North Vietnam, the much publicized Fiat case is prohibited
under the amendment.

You will recall that in that instance, it was proposed that the Export-
Import Bank extend a credit to Italy to finance machine tools which
Fiat would install in the automobile plant which it is building in the
Soviet Union.

Thus, the effect of the two amendments on the Export-Import Bank’s
activities vis-a-vis the Communist countries is this:

Assuming the governments of those countries (other than Yugo-
slavia) are furnishing and continue to furnish goods and supplies to
North Vietnam, the Bank is prohibited from financing or guaranteeing
exports to or for use in those countries so long as the Vietnam war lasts.
When the war ends, the Bank may again finance or guarantee trans-
actions with those countries when the President finds it to be in the
national interest to do so.

That is my statement, Mrs. Kelly.

Murs. Kerry, Thank you so much, Mr. Sauer.

Mr. Sauer, on page 1 of your statement, you stated that the Bank
has refrained from extending any significant credits to the Eastern
European countries since mid-1967. What, precisely, do you mean by
the term “significant” ?

Mr. Saurr. T mean something in amounts, T would say, over $1
million or $2 million, but more significant, eredits or guaranties that
we enter into directly with the countries involved, rather than through
our exporters. '
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The $4 million for Hungary, the $6.5 million for Yugoslavia, and
$600,000 for Bulgaria were all done through our exporters, and they
were all broken up into smaller transact ions, rather than anything
large.

fctua]]_\_‘, the $4 million for Hungary was authorized well prior to
mid-1967.

The force of the statement is this: We had the opportunity to en-
gage in negotiations with several of the countries involved, on signifi-
cant credits in the sense of a number of million dollars, for plants,
and we said in view of the fact that Congress is debating the policy
involved in our extending credits to Communist countries, let’s not
engage in these negotiations. This has been true since, I would say,
June of 1967.

Mrs. KeLuy. Yes. Well, T will leave that for a moment.

I would like to go to pages 2 and 3 of your statement where you have
described two amendments to the Export-Import Bank Act which re-
late to transactions with Communist countries.

Are these amendments finalized at this time ?

Mr. Saver. They are, Mrs. Kelly ; yes.

Mrs. Kevuy. Then it would appear that the second amendment ef-
fectively bars any transactions with the Eastern European countries,
with the possible exception of Yugoslavia.

Is that right ?

Mr. Saver. This is the assumption we are oroceeding on at this
moment. As I say, we are checking this out t.ilrough our embassies
in these countries. The question posed is, “Is the country to which
you are accredited”—now addressing the Ambassador there—fur-
nishing goods, supplies, military assistance or advisers, within the
meaning of the amendment to this act?” which I have quoted.

This is the question we are posing, and we haven’t got definitive
replies yet.

Mrs. Kerny. Can I deduce from that that you have some applica-
tions on hand at this time?

Mr. Saver. Not quite, Mrs. Kelly. Our problem is this: We have an
operation which we call the export credit guarantee and insurance
operation, which is rather automatic; that 1s, we issue guarantees and
insurance to exporters upon all applications of our own exporters
rather than the foreign countries.

We have to send out notice to these institutions that are conducting
this program for us, the banks and the insurance company in New
York, “Stop. No more. Don’t do anything more under this program
for exports to these countries.” That is the first thing.

Now as to applications from foreign countries, no, we don’t have
anything in particular. We have fended them off since June 1967, as
I said.

Mrs. Kerry. T would like to follow that up with one more question :
Did the bank issue guarantees in connection with sales to Communist
countries prior to 1964, and if so, to what countries?

Mr. Saver. Yes, we were engaged in operations prior to 1964. I be-
lieve prior to 1964 most of our activities took place in Yugoslavia.
We had nothing particular in the other countries. We may have done
some things in Poland, as T indicated, in the 1950%, as agents for the
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mutual security, but Yugoslavia was the main recipient of our
financing and guarantees,

Then in 1964, after the U.S.S.R. evinced interest in buying wheat
in the United States, the Congress passed the first of these appro-
priation acts which prohibited us from engaging in transactions with
the Communist countries unless the President found it to be in the
national interest to do so.

The President did find it to be in the national interest for us to do
this, first for agricultural products only, and much later for all kinds
of goods, other than arms or ammunition ; all peacetime goods.

Now, following those presidential findings, we did several things
with the Communist countries. With Hungary, we did agricultural
products. With Poland, we also did some agricultural products. We
did none with the U.S.S.R., although it was the original applicant—
or if not applicant, it was the country which provoked the debate, so
to speak. Later we did a petroleum plant with the Rumanians.

That is about the extent of our activity, other than the continued
activity in Yugoslavia.

Mrs. Keruy. One final question before I call on Mr. Frelinghuysen.

‘What portion of the U.S. exports to the Eastern European coun-
tries is covered by Bank guarantees or loans?

Mr. Saver. Infinitesimal.

Mrs, Kerny. Infinitesimal?

Mr. Saver. Oh, very small; very small.

Mrs. Kerny. Congressman Frelinghuysen, do you have a question?

Mr. Frerineauysen. Thank you, Madam Chairman.

Mr. Sauer, could I ask you how a Presidential determination is
arrived at, which enables guarantees to be made? On what basis is a
Presidential determination made?

Mr. Saver. Well, it is primarily upon the basis of a recommenda-
tion of the Secretary of State, Mr. Frelinghuysen, to the President,
and just what goes in the Yrocess of making that determination by
the Secretary I am not able to say. That is done within the State
Department, of course, and it is based on foreign policy considera-
tions to which the Export-Import Bank is not necessarily a party.

We join in the recommendation to evidence our interest and our
ability to extend the guarantee, or the credit, as the case may be, in
the event the President makes the favorable finding, and that was
done in these several instances that T mentioned

Mr. FrepiNnemuyseN. You join in advocating that there should be
a favorable Presidential determination ?

Mr. Saver. I would say yes.

Mr. FreLineauyseN. Do you do it on the basis that it would be a
good commercial transaction, or because from some policy point of
view it would seem desirable?

Mr. Saver. I was just about to say that I think our role is limited to
the commercial and financial aspects, and that is understood when we
endorse the recommendation; that is, we endorse it from the stand-
point, I repeat, of the Bank’s ability to finance this particular coun-
try; that is, to extend credits which we find we will be paid for.

Mr. FreuiNngHUYSEN. But State presumably looks at different con-
siderations in making a recommendation that there be a Presidential
determination.

80-577—685——10
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Mr. Saver. That is correct, sir.

Mr. FreLinemuyses, What has your experience been on the guar-
antees that have been issued ? Has it been retty good ¢

Mr. Saver. It was been good, Mr. Frelinghuysen. These guarantees
and credits have been serviced by the countries involved.

Mr. FreuiNeaUYSEN, Turning to the legislation that the House just
approved today with respect to these new amendments, you say the

rst provision is basically a continuation of language in previous ap-
propriations bills, but is now broadened to include any transaction
with a third country.

Mr. Sauer. That is correct.

Mr. FreuiNeHUYSEN. Then the second provision would seem to pre-
vent completely any trade with Eastern European countries, as I
understand it. {'ou say this is an outright prohibition on the Bank’s
authority, and that now you are exploring with embassies what coun-
tries are trading with North Vietnam. Presumably, to some degree,
they are all engaged in this kind of trade, and it will lead to a pro-
hibition of any guarantees, because there is no escape clause.

Mr. Sauer. That is correct. If the assumption is correct—which we
are in the process of checking—that these countries, other than pos-
sibly Yugoslavia, are in fact urnishing goods to Vietnam, there is an
outright prohibition on our ability or authority to extend guarantees
or credits, so long as the Vietnam war lasts.

Mr. FreriNgHUYSEN. And automatically, the language now incorpo-
rated into the law invalidates the previous determinations with re-
spect to the national interest? Or are those still applicable?

Mr. Saver. They may stand there, but the more restrictive language

of the second amendment would apply; namely, we would be pro-
hibited from engaging in these transactions.

Mr. FreuiNneHUYSEN. Thank you.

Mrs. KeLry. Mr. Hamilton ¢

Mr. Hamiuron. Mr. Sauer, "iyou mentioned in your statement the

Fiat case. What has happened there! Have they gone ahead with
;heir plans in the Soviet Union to build the automobile production
acility ¢

Mr.ySAm-:R. We are informed that Fiat is proceeding to fulfill its
agreement with the Soviet Union, and construct the plant. We were
further informed directly by Fiat—this was prior to the passage of
the legislation today—that they had abandoneg any thought of press-
ing their request with the Export-Import Bank, and were proceeding
to buy $25 million of machine tools in the United States rather than
the $50 million they had asked us about, and that they were going to
pay cash, or get credit somewhere else.

Mr. Hamrrron. They worked the financing out elsewhere ; not in this
country.

Mr. Saver. Somewhere. We don’t know that. T suspect it was not in
this country.

Mr. Hamirron. They have reduced their purchases from American
businesses by $25 million.

Mr. Saver. That is correct.

Mr. Hayiuron. What kind of an attitude does the Bank have on
that transaction ?

Mr. Saver. Did wehave?

Mr. Haymirron. Do you have now.

Mr. Saver. Well, of course, we abide by the law of the Congress,
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N[l;. Hayiron. Do you consider the law of the Congress a mis-
take?

Mr. Saver. I wouldn’t say that, Mr. Hamilton. I would say this:
That when the request was filed with us a year and a half ago, we
thought this was something that we should do. We had a good bor-
rower in Italy, we knew that the machine tools were subject to license
that they were not on the prohibited list, and we had the benefit o
a finding of the executive department that the Executive was in favor
of this transaction. For many policy considerations, the Executive
thought this should be done.

So on that basis, we at the Bank were quite ready to do it, but
as I indicated, we refrained from pursuing it after the debate on the
matter erupted in Congress.

Mr. Hayrmzron. The Bank is now prohibited, as you say in your
statement on page 4, from financing or guaranteeing exports to any
countries so long as the Vietnam war lasts. How do you interpret that
phrase, “so long as the Vietnam war lasts” ?

Mr. Saver. That is rather lay language I have used, Mr. Hamil-
ton, as you have quickl seen, and——

Mr. HaMIrTON, Istgatthe language of the bill ¥

Mr. SavEr. No, it is not. I just loosely used the term “the Vietnam
war.” The act mentions “armed conflict.” I suppose if the Vietnam war
ended, and we were engaged in an armed conflict with another country,
this amendment would apply. The wording of the amendment is this:

The bank shall not finance a gnaranty transaction for any country which is
engaged in armed conflict with the United States.

Nor can we help a country that is helping any such country. So the

provision no longer applies when armed conflict ends.

Mr. Hammron. So if, as some people say, there will be for years
and years, guerrilla activity and the like in Vietnam, and perhaps some
American commitment there, as in the case of Korea, this would still
apply, in your judgment?

Mr. Saver. I will turn to our lawyer at this point, and ask him
what we do then.

STATEMENT OF WARREN GLICK, ASSISTANT GENERAL COUNSEL,
EXPORT-IMPORT BANK OF THE UNITED STATES

Mr. Grick. Well, it would seem to me, Mr. Hamilton.

Mr. Hawirron. So long as we are shooting at anybody, anywhere,
this amendment would apply, in your interpretation ¢

Mr. Grick. Yes, sir. It says armed conflict with armed forces of the
United States.
Mr. Hasuron. That could develop into quite a restriction, couldn’t
it?

Mr. Grick. Yes, sir.

Mr. Hamizron. What is the attitude of the Communist countries
toward these restrictions? Have you had any reaction from them?

Mr. Saver. No, I don’t believe we have at the Bank. Actually, we
haven’t seen representatives of those countries since the midsummer
of 1967, and to my knowledge, they haven't made any representations
to the Bank.

Mr. Hamiron. All right. That is all, Madam Chairman. Thank you.

Mrs. Kerry. Mr. Derwinski

Mr. Derwinskr. Thank you, Madam Chairman.
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1 May I first mention that those are very attractive Irish earrings you
ave.

Mrs. Kevry. Thank you, Mr. Derwinski.

Mr. Derwinskr. Mr. Sauer, background information that we have
El‘e{m.red by our staff goes into great detail on the 1966 determination

¥ President Johnson permitting the sale of “peaceful” U.S. products
to Bulgaria, Czechoslovakia, Hungary, and Poland.

How do you define, or how was the definition presented to you, of
“peaceful” in the context of that determination ?

Mr. Sauer. I don’t know that we have thought about this until just
now, but I will give you this answer, sir, which I think is correct :

here was no problem with the items that we were called upon to deal
with. It was farm machinery and things like that.

I believe we would have {;een protected, so to speak, by the Export
Control Act under which Commerce issues licenses or dyoes not issue
licenses, and they make the determination as to when or how some-
thing should be exported, and in what category it falls, and we would
be guided accordingly.

You see, we don’t do anything unless Commerce issues the license.

Mr. Derwinskr. Earlier, in response to a question from My, Freling-
huysen, you pointed out that the determination by the President fcﬁ-
lowed recommendations of the Department of State, and I believe
in earlier testimony we were advised that the Department of State
advisory relationship to the Commerce Department is motivated by
their philosophy of bridge building, so that they matter of factly were
pleased to recommend “%ilat.e\'er Commerce wished to sanction.

That raises the question of the petroleum plant to Rumania. Was

the determination by the President permitting in 1964 the sale of
oroducts and services specifically determined to permit the acquisition
¥ Rumania of those petroleum facilities?

Mr. Sauer. It was not, sir. The President’s finding, if I recall, was
in general language to the effect that he found it to be in the national
interest, for the export——

Mr. Derwinski. But my question is, so far as Rumania was con-
cerned, the item of importance that they were then able to acquire
was the petroleum plant,

Mr. Saver. That is correct, but the President did not find that it
was in the national interest for the Ex ort-Import Bank to finance
through a guarantee a transaction invo ving a petroleum plant. He
found that 1t was in the national interest for the Export-Import Bank
to engage in guarantees and credits with Rumania.

The Bank then had the application for the petroleum plant, and
Commerce was prepared to issue the license, so we went ahead and
issued the guarantee.

Mr. Derwinskr. Right, at the risk of being too repetitious, but the
practical effect was that the goods and services involved, the major
portion, was this petroleum plant. .

Mr. Saver. No question about it. T was just trying to make the
point that the President himself did not make the finding that we
ought to do the petroleum plant. )

Mr. Derwinsk1, Mr. Sauer, T have been very pleased to note in
your statement, the very thoughtful concern you have given to legis-
lative intent and recent deliberations in the Congress. As a member of
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the legislative branch, this is something we rarely see these days.
Could you tell me the procedure by which our embassies will furnish
you with information as to what countries are furnishing govern-
mental assistance to North Vietnam ¢

Mr. Saver. Oh, I won’t be able to answer that, Mr. Derwinski, ex-
cept to say that I just suspect and guess that our agencies are in a
position to know, and that it is no secret in the countries to which
they are accredited that the respective governments are furn ishing
aid to Vietnam, and they are just going to answer straightforward
on the basis of known facts. I just suspect that this is the way they
will answer it.

Mr. Derwinskr. Now, Mr. Balderston, you are, I take it, the Euro-
pean expert. Do you have any details you could supply us with about
how our embassies behind the Iron Curtain might go about deter-
mining this?

STATEMENT OF WILLIAM S. BALDERSTON, CHIEF, EUROPEAN
DIVISION, EXPORT-IMPORT BANK OF THE UNITED STATES

Mr. Barpersron, No, sir; I have no knowledge of what contacts
they might have, or how they might proceed to develop the informa-
tion we are seeking,

Mr. Derwinskr, Of course, this is, T appreciate, a relatively new
development, so it will take a month or two o get something working.

One other question, Mr. Sauer: Continual reference is made to
countries “other than Yugoslavia.” Now, I a ypreciate the State De-
partment position that Yugoslavia isn’t a Communist country, al-
though it is pretty hard to tell a good American Serb or Croat that
this is the case. But Yugoslavia makes no bones about the fact that
they are supporting the North Vietnamese against the so-called im-
perialistic American aggression, even though they may not have a
representative in Budapest at the red conference. So I assume you
will leave this up to the State Department to advise yon whether or
not Yugoslavia is furnishing goods to North Vietnam ?

Mr. Saver, We are makipg the inquiry in the case of Yugoslavia,
even though the popular impression is that they are not assisting
North Vietnam. We are making the investigation ; yes, sir.

Mr. Derwinskr. And since this second amendment, as you referred
to 1, is really quite a broad amendment, yon would have to make this
inquiry for almost any country in the world. j

Mr. Saver. Oh, this is very true. I have omitted this point in my
statement, because I was addressing myself to the Communist cour-
tries, but we are making this inquiry for all the countries we are doing
business in, which is virtually all the free-world countries. That is
correct. Again, we are given to understand that there are no countries
furnishing goods and supplies to North Vietnam other than perhaps
humanitarian supplies f]ln'mlgh the Red Cross which, according to
the legislative history, would not require us to cease extending guaran-
tees to a particular country doing that.

Mr. Derwinskr. Thank you.

Thank you, ma'am.

Mrs. Kery. Mr. Taft?
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Mr. Tarr. Mr. Sauer, the name of your bank is the Export-Import
Bank. I wonder if you could tell us about the import end of it. I am
not sure I understand about it, and I would like to have an indica-
tion as to how you do operate in the field of imports, if at all.

Mr. Saver. I will be glad to answer that if I may be somewhat
facetious.

The name of our bank, as of 1 o’clock today, is “The Export-Im-
port Bank of the United States.” Congress put “of the United States”
on it, and we are very pleased to have that.

The name Export-Import Bank goes back to 1934, when the bank
was formed. At that time, although the emphasis even then was on
exports, it was envisaged that we might engage in import transactions
in the form of direct assistance for things being brought into this
country.

Actually, we have done virtually nothing in this field. We have
found that the commercial banking system is adequate for this pur-
pose. They can handle the imports coming in, and they can get liens
on them or on the documents involved, so there is no dearth of financ-
ing for imports.

We have done one or two things in special circumstances. I recall
about 8 years ago we financed some salted fish from Iceland. How-
ever, we continue to carry “Import” in our name because it makes a
nice cable address, “Ex-Im Bank,” but we are not doing much if
anything in the import field.

Mzr. Tarr. In regard to the Fiat deal, do you have any knowledge as
to whether or not the $25 million amount that was not placed with
U.S. firms would actually have been bought in the United States, or is
this merely from the application?

Mr. Sauer. Merely from the request that was originally filed, for
$50 million. )

Mr. Tarr. You don’t know of any orders being canceled, for in-
stance, in this regard?

Mr. Sauer. I do not, sir.

Mr. Tarr. In the absence of the amendment which has been passed,
for that matter, prior to the amendment; in making a determination
as to a third country, as in the Fiat deal, does the Bank feel that it
has any right to consider factors relating to whether or not the goods
are going to another country, or are going to a country that might
be shipping to a nation in armed conflict with the United States?

Mr. Saver. Well, yes; we did. As a matter of policy, to the extent
we knew of cases, we turned them down. We have had several appli-
cations for shipment of goods to be assembled in friendly countries
that were going on into—well, not North Vietnam, but to other
Communist countries, and we have said “No.” We have turned them
down.

We have taken the position that we wouldn’t do indirectly what
we couldn’t do directly. This was prior to the time of the President’s
findings that we extend gnarantees to those countries.

Mr. Tarr. You felt that the prohibiiion that was already in the
law then applied to you?

Mr. Saurr. Well, then it was a matter of policy more than the law.
Our law, you see, has always permitted us to do these things, but
policywise, for years, the Bank has not done anything in the Com-
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munist world, other than Yugoslavia, until the President made the
finding in 1964.

Mr. Tarr. How did you come to make these decisions? I mean, what
eriteria did you use in arriving at a decision like that

Mr. Saver. We were informed that the export to X country of
locomotive parts were going into locomotives that were to be shipped
to Y country, which was a Communist country.

Mr. Tarr. There was nothing in the act that said you should use
such criteria; was there?

Mr. Saver. No, but the Export-Import Bank has always been
governed, both under Democratic and Republican administrations,
by the existing foreign policies of the particular administration, and
the administration at that time, I believe, always was——

Mr. Tarr. This has been a matter of informal pressure, then;
nothing that isin the law itself?

Mr. Saver. I wouldn’t say it was pressure, Mr. Taft; it was an
established policy of both the Republican and Democratic adminis-
trations that we would not finance or extend eredits to the Communist-
bloc countries.

Mr. Tarr. But it related, then, to what the President wanted? Is
this the case!?

Mr. Saver. Well, to the extent the administration is the President,
but let me point this out, sir: Despite the President’s finding on
Bulgaria and these other countries, the President of the United States
has never found that we should extend credits or guarantees to the
U.S.S.R. for other than agricultural products.

In other words, if yesterday we had an application either directly
or indirectly for certain products other than the Fiat case for U.S.S.R.,
there was no finding to support our doing it.

Mzr. Tarr. Was there anything in the legislation that said the Exim-
bank should pay attention to the President ?

Mr. Savger. Oh, yes.

Mr. Tarr. Insofar as these kinds of questions of foreign policy?

Mr. Sauer. Yes, our legislative history since 1934 has been replete
with statements both on our part and on the part of our committees,
both in the Senate and the %I{“l.‘if‘, that we should be governed by
the foreign policies of the United States.

We have said once, we have said many times, to our committees,
that the State Department can veto any loan that we might want
to make, if it advances foreign policy objections. The State Depart-
ment. can’t tell us to make a loan, but it can veto our making a loan
on the ground that it is contrary to the foreign policy of the United
States, This has been accepted, sir.

On the other hand, the theory was never pressed to the point where
the Bank would be directed to make a loan to meet foreign policy
objectives if the Bank found that the loan was unsound or otherwise
did not qualify under the Export-Import Bank Act of 1945.

Mr. Tarr. I find this point rather interesting, and I don’t think
it has been brought out before in the discussions on the Export-
Import Bank. I wonder if this could be substantiated with a short
memo of some sort ?

Mr. SauvEr. Yes, sir. We would be very happy to.
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Mr. Tarr. In the record, as to the legislative history, and to the

pm't;cular sections of the law prior to this amendment which were
involved.

Mr. Saver. We would be glad to. I just mention that there is noth-
ing in our act about Red China, that is, prohibiting us from doing
anything with Red China. It is just taken for granted that we
shouldn’t as a matter of policy.

Mrs. Kerry, Mr. Taft, in that question that you just asked, for sup-
plemental views, may I ask, you want to know the effect of the con-
gressional enactments relating to the Ex-Im Bank operations, what
effect. they have on our foreign policy and vice versa? Is that what you

ant to know?

Mr. Tarr. No, it is a more technical question than that, Madam
Chairman.

Mrs. Kerny. Do you want to rephrase it ?

Is it clear, Mr. Sauer?

Mr. Tarr. The question is, prior to the amendments that we are
discussing, the prohibitions, what was the authority, and the history
of the authority, for getting into considerations of foreign policy in
granting or not granting loans from the Bank?

(The information requested follows:)

CONSIDERATIONS OF ForEIGN PorLicy 1N Exporr-IMPoRT BANK FINANCING
1945

Hearings were held on July 17 and 18, 1945, before the Banking and Currency
Committee of the U.S. Senate, 79th Congress, first session, on H.R. 3771, which
is the Act creating a full-time Board of Directors of the Bank and authorizing
4 capital structure of some $3.5 billion. Lengthy discussions took place between
Senator Robert A. Taft, a member of the Committee, and Assistant Secretary of
State Acheson, and Leo Crowley, Chairman of the Board of Trustees of the Bank
and Administrator of the Foreign Economic Administration. Senator Taft was
questioning whether the National Advisory Council, set up under the Bretton
Woods Agreements Act, as well as an Advisory Committee composed of the same
persons (Secretary of the Treasury, Secretary of State, Secretary of Commerce,
Chairman of the Board of Governors of the Federal Reserve and Chairman of the
Board of Directors of the Export-Import Bank) could pass judgment on loans
being made by the BExport-Import Bank. Senator Taft pressed his questions to
the point of asking whether the Advisory Committee or the National Advisory
Council could advise against the Bank’s making a loan to Czechoslovakia, for
instance. Although Mr. Crowley questioned whether the Committee could go so
far as to veto the loan, Secretary Acheson said the Committee definitely could
if it was necessary to coordinate. The implication is clearly left that Senator Taft
agreed with this conclusion, The complete discussions are contained in the Com-
mittee report issued on the Bill and there were additional statements which are
contained in the Congressional Record of July 20, 1945,

1951

In 1951, Mr. Herbert Gaston, then Chairman of the Board of Directors of the
Bank, was testifying before a Subcommittee of the Committee on Banking and
Currency of the United States Senate, 82nd Congress, first session, on 8. 2006, a
Bill to increase the lending authority of the Bank and to extend its corporate
life. In the course of the hearings under questioning by Senator Douglas, a mem-
ber of the Committee, Mr. Gaston made the following statement :

Senator Doveras. From whom do you get advice as to the political aspects of
your loans? From the State Department?

Mr. GastoN. From the State Department; yes sir. Of course, we share some
matters of common knowledge which enter into the matter of making loans,
political knowledge, but we do consult the State Department. In fact, the State
Department is represented on the Board by an Assistant Secretary of State who
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is a member of the Board, That is Mr, Willard Thorpe, the head of the Economic
Division, and he is a very competent adviser on economic as well as political mat-
ters, and frequently consults the political desk as to how they feel about a loan
for a certain purpose to a certain country.

Senator DoucLAs. Are there any cases in which the State Department wanted
you to make a loan which you did not make?

Mr. GAsTON. Yes; there have been.

Senator Douaras. Have there been any cases in which the State Department
did not want you to make a loan which you made?

Mr. GasToN. We have an unwritten rule that we allow the State Department a
veto when the veto is on strictly political grounds. If the répresentative of the
State Department says “Don’t make this loan; we don't think it’s a good risk;
we don’t think the economics of the situation are right,” he is just one member
of the Board. When he says “Don’t make this loan ; it is contrary to the political
interests of the United States,” we consider that final.

Senator DoucLAS. In other words, they can prevent a loan being made on
political grounds?

Mr. GasToN. Yes, sir.

Senator Doveras. But they cannot force you to make a loan?

Mr. Gaston. That is true,

Senator Douaras. I in your judgment it is unsound?

Mr. GasTon. That is right.

Senator DoucrLas. But their opinion is rather persuasive, naturally, on your
congiderations as to certain loans, persuasive but not controlling?

Mr. GAsTon. That is right. If they say to us that it would be a very good thing
for the United States to make a loan to Iran; it would be a very good thing for
the United States to make a loan if you can find that they have the repayment
capacity, we look very carefully at their repayment capacity to see if we can
find it. We look at it hopefully, but we look at it from a different aspect than
if they had said to us: “Well, Iran wants you to make a loan, but there is no
sense in doing it. We don’t see any particular sense in it.”

They are two quite different cases. We look more sympathetically at a loan
when they say that there are good political reasons why it shiould be made, but
we try not to make loans which are bad loans simply because they appear to be
in the political interest of the United States or are said to be in the political
interest of the United States.

1057

On Mareh 19, 1957, Mr. Samuel Waungh, then Chairman of the Board of Diree-
tors, testified before the Committee on Banking and Currency, House of Repre-
sentatives, 85th Congress, first session, on H.R. 4136, a Bill to extend the cor-
porate life of the Export-Tmport Bank. Mr. Waugh engaged in a colloguy with
Congressman Multer, a member of the Committee, on the question as to whether
the Bank takes advice from the National Advisory Council and the State Depart-
ment. Mr. Waugh made it clear that the Bank does consult with the Department
of State on loans and this iz sometimes done directly and sometimes through the
instrumentality of the National Advisory Council. The discussion is set forth on
page 37 of the Committee report of the House Banking and Currency Committee
on the Bill.

1958

In 1958, Mr. Samuel Waugh testified before the House Committee on Banking
and Currency, 85th Congress, second session, on H.R. 10459, which authorized an
increase in the lending authority of the Bank. He engaged in a discussion with
members of the Committee on the question of whether the Bank coordinates its
lending with the State Department policies. Mr. Waugh answered in the affirma-
tive. Tllllese discussions are set forth on pages 81-86 of the Committee report on
the Bill.

1063

On February 25 and 26, 1963, Mr. Harold Linder, then and now Chairman of
the Board of Directors of the Bank, testified before the House Committee on
Banking and Currency, 88th Congress, 1st session, on H.R. 3872 increasing the
lending authority of the Bank and extending its corporate life. He engaged in
discussions with members of the Committee on the question of whether the Bank
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took policy guidance of the National Advisory Council! and the State Depart-
ment, He answered in the affirmative. The discussion is set forth on page 23
of the Committee report on the Bill.

On May 17, 1963, Mr. Linder testified before a Subcommittee of the Committee
on Banking and Currency of the United States Senate, 88th Congress, 1st session,
on 8. 775 and H.R. 3872, which were companion Bills authorizing an increase in
lending authority of the Bank and extending its corporate life, He engaged in
a discussion with members of the Committee as to what the Bank's position was
on the possibility of making a loan to the U.S.S.R. He made the point that in
considering any such loan the Bank would be guided by policies of the Ad-
ministration. The discussion is reported on pages 23 and 24 of the Committee
report on the Bill.

Mr. Frecineruysen. If you would yield, Mr. Taft, I would like to
get back to the question I thought I had asked, but T guess it wasn’t
answered.

You pointed out that the presidential determinations allow the Ex-

rt-Import. Bank to enter into guarantees with certain countries.

ut the guarantees themselves, the loans that you consider making,
are your own determination ?

Mr. Saver. That is correct.

Mr. FreviNneuuysen. But in the context of approved governmental
policy the green light comes in general terms, that it is all right, for
example, to consider transactions with Bulgaria, or Czechoslovakia.

Mr. Saver. That is all the President

Mr. Frevineruyses. On what basis do you make a specific deter-
mination with respect to a guaranty? Is this purely a commercial
proposition once the green light has been given in the form of a broad
presidential determination, or is there some foreign policy considera-
tion which leads you to choose one transaction over another, or to
favor one country’s application over another?

Mr. Saver. Well, there have been no foreign policy considerations
which led us to choose one country’s application over another. We
haven’t had any such problem in thisrespect.

Within a given country, we always have to make a judgment, Mr.
Frelinghuysen, whether a particular project is economically and finan-
cially sound, but the answer to your question is, our role from then on
is primarily one of a bank making a determination as to whether we
can do this on a sound economic and financial basis.

Mr. FreLiNneHUYSEN. You mentioned in your statement that there
have been gnarantees on a short- and a medium-term basis. What sort
of medium-term basis? What does that refer to? Is this purely a com-
mercial proposition, too, that under certain circumstances you feel
that it is a good risk on a medium-term basis instead of a short-term ?

Mr. Sauer. That is right.

Mr. FreuiNeruysen. How do they compare? Do you do it often?

Mr. Saver. More than that, it depends on the nature of the goods.
The heavier goods go 3 to 5 years. That is what we call medium term.
Short term are consumer goods, and small items that go from 180 days
on up to a year or so.

1 Tt might be mentioned that the State Department's viewpoint is most often brought to
bear in the National Advisory Council on International Monetary and Financial Problems,
which passes judgment as a coordinating body on significant loans of the Export-Tmport
Bank. Hence, ‘the frequent reference In the foregoing excerpts to the National Advisory
Counecil rather than the State Department as such, This is particularly true since 1954,
\Thm{‘ th; Recretary of State ceased to be an ex officio member of the Board of Directors of
the Bank.
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Mr. FreniNGHUYSEN. Are we more restricted generally than West-
ern Europe in providing these terms?

Mr. Sauer. We have been in the Communist countries. We have
limited our guarantees to 5 years. Again excepting Yugoslavia. West-
ern European countries have been extending longer term guarantees
to these Communist countries than we have.

Mr. FreLiNeHUYSEN. Now, I apologize for taking so much time, but
one final question, which I suppose is obyious:

Congress now has completely short-circuited the administration’s
Eolic‘y with respect to trade with Eastern European countries by pro-

ibiting it, so long as the war in Vietnam goes on. In other words, the
bridges to the East approach is completely out the window.

It is absolutely impossible to engage in any kind of business so far
as your Bank is concerned.

Mr. Saver. So far as the Bank is concerned, there is an absolute
prohibition.

Mrs. KeLry. Mr. Derwinski ?

Mr. Derwinskr. Madam, just like Mr. Frelinghuysen, I thought I
had the question answered, but now I want to double check it.

Referring once again, Mr. Sauer, to this petroleum plant in Ru-
mania, which was involved in your financing, would your records
indicate whether the determination by the President, made at the rec-
ommendation of the State Department, was made because Rumania
had indicated they wanted financing of the petroleum plant, or was
the determination made in an atmosphere oil general good will and

diplomacy in which they immediatelwy took advantage of it by asking
for financing of this petroleum plant ¢

Mr. Saver. Well, it was more the latter—in fact, even more so the
latter. It followed a Rumanian economic mission that was invited to
this country several years ago, and negotiations and discussions were
had with the various Departments including State and Commerce,
about expanding trade, a consular treaty, and several matters.

Following successful conclusion of those discussions, the State De-
partment recommended to the President that he find it to be in the na-
tional interest that the Export-Import Bank extend guarantees to
Rumania.

It was about at that juncture that the Rumanians presented to us
a list of projects, quite lengthy, and in various amounts. Of all of them,
they picked out the Petroleum as the one we should start with.

Mr. Derwinskr “They picked.” Now, who is the “they”, the Ruman-
ians or the State Department ?

Mr. SavEr. The Rumanians.

Mr. DerwiNskI. You are going to supply some material for the
record for Mr. Taft’s request. At that time, can you also give me, if
your records would indicate in some chronological order, the dates
that this Rumanian mission made its contact here in relationship, then,
to the date of the presidential determination, and then the approval of
the financing of the petroleum plant?

Mr. Sauver. We can do that. We would be glad to do that.

Mr. Derwinskr. Thank you.

(The information requested follows:)
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A CHRONOLOGY OF EVENTS LEADING UP T0 A GUARANTEE BY THE ExrorT-IMPORT
BANK OF A TRANSACTION INVOLVING THE KxporT FRoM THE UNITED STATES
T0O RUMANIA OF A PETROLEUM CRACKING PLANT AND ATTENDANT TECHNICAL
SERVICES

May 18, 1964 : The Rumanian Trade Delegation arrived in the United States
at the invitation of the United States Government to have talks with the Depart-
ment of State and other agencies of the United States Government covering the
general subject of enlarged trade between the two countries.

May 21, 1964 : After a series of meetings with the State Department and other
agencies, the Rumanian delegation met with representatives of the Export-Im-
port Bank at the Bank, The Rumanians stated they were interested in purchas-
ing U.S. equipment and technical services aggregating from $200 to $300 million.
Eximbank asked for financial and economie information on Rumania and state-
ment of purchase priorities.

June 1, 1964 : U.S.-Rumanian Joint Communique announcing various steps to
encourage trade between the two countries, such as establishing a general license
procedure and expanding the activity of the New York Trade Office of the
Rumanian Mission in the United States.

June 15, 1964 : President Johnson made a determination, which was sent fo
the Congress, that it would be in the national interest for Eximbank to guarantee
short and medium-term eredit sales of U.S. produets and services to Rumania.
(On February 4, 1964, the President had determined it would be in the national
interest for the Bank to guarantee sales of agricultural products to Rumania.)

Summer 1964 : Bank representatives had several discussions with Universal
Oil Products Company, Des Plaines, Illinois, regarding the construction and
financing of a catalytic cracking plant in Rumania and told Universal that if
the Rumanians wished to obtain financing for this plant, the Rumanians would
have to approach the Bank with a specific request.

January 1965: A Rumanian delegation came to the United States and met with
Eximbank and discussed the possibility of Eximbank guarantees for two syn-
thetic rubber plants and the petrolenm ecracking plant. During the winter and
early spring of 1965, Eximbank had additional meetings with the Rumanians and
stndied in detail the proposal for the catalytic cracking plant (the synthetic
rubber plants never materialized).

April 26, 1965 : Eximbank authorized a guarantee of $20 million for the cata-
Iytie cracking plant.

Mrs. Kerry. Any further questions?

Mr. Tarr. Madam Chairman, one further question.

Mrs. Keruy, Mr. Taft.

Mr. Tarr. In making your determination as to what loans to grant,
Mr. Sauer, do you take into consideration the competitive factors be-
tween U.S. products and products of other countries?

Mr. Saver. Yes. Our only reason for being, really, is to assist
American exports. The bank is not here to assist Rumania, as such,
or Hungary, or any free world country, actually. It is here to help the
American exporter to sell his produets in foreign countries. So when
the going is toughest, that is when we try to give the most help.

I\ﬁ: Tarr. Well, let me elaborate a little on 51}“‘.

Mr. SauEr. Yes.

Mr. Tarr. Supposing there were a country with which the United
States is friendly, which had a considerable amount of manufacturing
gl product X, and product X is also being produced in the United

tates.

Where it appeared that the United States might take a considerable
amount, of that business with Export-Import Bank financing, would
you sometimes turn down Export-Import financing because of the
possible adverse effect upon the economy of the friendly nation

Mr. Saver. I have never known of a case, Mr. Taft, where we have
had that precise question come up.

Mr. Tarr. This would be a foreign policy consideration.
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Mr. SauEr. I understand your question ; yes.

Mr. Tarr. On which the President might take a position, and if the
President, or the State Department took a position, I presume what
you said before would apply.

Mr. SauEr, That is correct. That is what I said.
| M}:‘ Tarr. But you wouldn’t make that determination yourself, as a

ank.

Mr. Saver. No; I think in that case we would look to the State De-
E:rtment for policy guidance, and I suppose State’s guidance would

that in order to help this American exporter, you are bringing, or
helping to bring ruin to a friendly power, a friendly nation, and—if
not “ruin” them, you are certainly prejudicing their ability to live, in
competing with their product.

‘We have never had the case. But there is no gainsaying the fact that
we are competing with very friendly countries in third countries for
the market there, very friendly countries, such as the United Kingdom.

Mr. Tarr, Thank you, Mr. Sauer.

Mrs. Kervy, Thank you, Mr, Taft.

I have two short questions, Mr, Sauer, before the subcommitee ad-
journs until tomorrow—at 2 o’clock in the same room—and at that
time we will hear the Department of Agriculture, the Honorable
Dorothy H. Jacobson.

Mr. Sauer, there are two questions that I would like to have re-
phrased, or perhaps taken up, at least: How does the Bank get into
the question of the end use of the products exported with the help
of its guarantees?

How? What procedures are used to prevent the transshipment of
such products, and who provides the assurances, the purchasing coun-
try or the U.S. exporter, and who sees to it that these assurances are
complied with ?

Mr. Saver. This is a difficult area, but we can’t escape it, now that
we have these two amendments. We propose to follow this procedure,
so far as the Bank is concerned :

When we are dealing directly with a foreign country, that is, when
we are extending credit direct to it, we will exact from the borrower,
whether it be the government or a private company that is borrowing
the money, evidence, together with covenants, that the products fi-
nanced will be used in the country in question, and will not be trans-
shipped. We think we can pretty well close the door in such cases.

he problem arises in these exporter guarantees and insurance trans-
actions that T mentioned before. We don’t deal with the foreign buyer.
We just deal with the American exporter. In other words, a machine
tool manufacturer from Ohio come